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DOUBLE-DIGIT SALES
GROWTH !N DEVELOPING
AND EMERGING MARKETS

13%
14%

12% . 12%

2003 2004 2005 2008

GLOBAL STRATEGIC
LEADERSHIP TEAM

TOM FALK
Chairman of the Board &
Chief Executive Officer

Affairs, & Chief
Compliance Officer

The North American faLial tissue business rebounded nicely following category
softness earlier in the. year resulting from price increases. In partlcular .
consumers responded enthusmstucally to the third quarter launch of Kleenex
Expressiens Oval facial'tissue with its unique packaging.

NO. 2: ACCELERATING GROWTH IN D&E MARKETS WITH AN EMPHASIS ON
BRICIT COUNTRIES

Sales in developing and emerging [D&E} markets rose by double digits for the
fourth consecutive year. Furthermore, sales in the countries we call "BRICIT"—
Brazil, Russia, India, Crlina. Indonesia and Turkey, where half the world's

populatien reside—grew at approximately twice the rate of D&E markets overall.

In Latin America, our falstest-growing D&E region in 2006, we experienced broad-
based gains. Shoppers in traditional trade stores embraced small-count packages
of Huggies diapers and other affordable offerings.

In China, sales growth elxceeded 35 percent during the year due in part to broader
distribution of Huggies diapers. This product is now available to shoppers in the
country's 40 largest cities. Still, disposable diaper penetration in China remains
less than 10 percent, representing a tremendous growth opportunity for us in the

years to come. 1

|
|

RON M¢ CRAY LIZ GOTTUNG MARK BUTHMAN BOB BLACK
Senior Vice President, - Senior Vic"e President, Senior Vice President & Senior Vice President &
Law & Government Human Resources Chief Financial Officer Chief Strategy Officer




Elsewhere, we introduced premium diaper pants in South Korea at the beginning
of 2006 and have already captured a nearly B0 percent share of the category there.
In the-value tier, our diaper pants are now sold in 24 countries in Asia, Latin

America, South Africa and Eastern Europe.

NO. 3: BUILDING ON POSITIONS OF REGIONAL STRENGTH IN FEMININE CARE
Our feminine care business in both Latin America and North Asia experienced
volume growth in the high single digits. In both regions, we are creating a stronger

connection with women through improved products and distinctive brand positioning.

The Intimus Basico value feminine pad, for example, debuted successfutly in Brazil,
and we taunched affordable, small-count packaged products in a number of other
markets in Latin America.

With the launch of Kotex White feminine products in Hong Kong and Taiwan, we are
leveraging the focus on cteanliness and purity that helped make the brand South
Korea's market leader. In North America, however, our results have not been
satisfactory. By bringing innovations such as our winged pad design and ultra
compact portable pads to market, we're working hard to improve our performance.

NO. 4: EXTENDING THE K-C PROFESSIONAL PORTFOLIO IN HIGHER-MARGIN
SEGMENTS

Penetrating a workplace market that is primarily textile-based, our industrial

wipers continued to gain traction in 2006. We introduced a complete range of
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TONY PALMER JAN SPENCER JOANNE BAUER

Senior Vice President & President, President,

Chief Marketing Officer Kimberly-Clark Kimberly-Clark
Professional Health Care

2008
PROFILE BY SEGMENT

Consolidated Net Sales

Consumer
Tissue
1%

2006
PROFILE BY GEOGRAPHY

Consolidated Net Sales
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ROBERT ABERNATHY STEVE
Group President,
Developing &

Emerging Markets North Atlantic
Consumer Products
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'COST SAVINGS

Milliens of Deilars

$246
$240

$219
$19¢

2003 2004 2005 2006
Includes FORCE (Focused On Reducing

Costs Everywhere) and strategic cost
reduction savings.

ADJUSTED RETURN ON
INVESTED CAPITAL

15.5%

15.2% '
14.5%
14.0% |

2003 2004 2005 2004

Annual objective = £0-50 basis point
improvement. See pages $4-97 for
adjusted ROIC definition and
reconciliations.

Kimtech clean room wipers for clean manufacturing-and research lab customers in
North America. Mareaver, the launch of WypAll microfiber cleaning cloths in North
America offers a great example of improving our speed-to-market. This product
moved through our-innovation pipeline to the marketplace in only eight months.

New protective apparel and gloves, including two Kleenguard chemical-resistant
gloves, helped drive dout?le-digit sales growth in the safety channel. Insights
provided by sellers and dlistributors ted us to package the gloves with chemical-
protective apparel, a combination that has been well-received.

| In the high-margin de-it-yourself and do-it-for-me channels, K-C Professional
, continued to record solid Ilresults. Consumers who tackle their own projects as
well as a broad array of contracters are purchasing-our blue nitrile gloves,

I

| coveralls, wipers, face masks and other professional-quality products at leading
ame improvement retaiters.

| heme imp it

i

| K-C Professional expanded its roster of global customers as well. In fact, we're
warking closely with many of them to drive category growth by leveraging the same
| ;

L . | . . .
merchandising, inventory rnanagement and sales analysis expertise we bring to

| . !

| bear in our consumer business,

HIGHER-MARGIN PRODUCTS

K-C Health Care deliveredlgreat results in 2006 behind nearly 7 percent global
volume growth. Our Sterlinlg nitrile exam gloves played a key role, building on our
| teadership position in gowns, masks and other forms of barrier protection under
; the Kimberly-Clark brand. [This affordable, synthetic alternative to latex struck a
I chord in the healthcare community. While offering the fit and feel of latex, Sterling
I nitrile gloves help eliminate potential allergic reactions among healthcare
ilprofessionals and patients with latex sensitivities.

E NO. 5: EXPANDING CORE lHEALTH CARE PRODUCTS GLOBALLY AND ADDING
i

I

[

]

As | noted a year ago, we have focused our Health Care business on higher-order
:isolutions that address key issues in the hospital and.broader medical arena.

iln particular, I'm excited about the prospects for our new InteguSeal microbial
sealant and Microcuff endotracheal tube. Both products contribute to our overall
objective of helping to reducle the incidence of healthcare-associated infections.

.tNTEGUSEAL'

wicrobiet sealant




CONNECTING WITH CUSTOMERS ON A NUMBER OF FRONTS

While much of our focus on targeted growth opportunities involves connecting with
shoppers and users, we have implemented a number of programs that help us
better connect with customers and become their indispensable partner. Let me
give you & flavar for what we are doing in this area.

In Latin America, we've taken various approaches to developing and leveraging
customer relationships with the region’s growing modern and traditional trade.
Based on our success in catering to the needs of the small supermarkets, mom-
and-pop stores, kiosks and other outlets that constitute the traditional trade, we
are extending some of these practices into Eastern Eurape and South Asia.

In Europe, we gained market share by working with leading retailers to develop a
new user program for K-C baby and child care products. Innovation summits and
top-to-top meetings with our strategic customers in North America and Europe

foster more open collaboration and help us abtain insights and early support for

a variety of initiatives, from new products to category development strategies.

As a result of this focus, we're seeing a significant improvement in our standing
among all customers. In the most recent annual Cannondale PoweRanking Survey,
U.S. retailers for the first time ranked K-C among the top 10 cansumer packaged
goods companies. More than 350 retailers and manufacturers participated in this
survey, ranking each other on strengths in areas such as sales organization,
insights, supply chain management, marketing, category management and company
strategy. Retailers ranked K-C substantially higher in 2006 across all measures.

DELIVERING ON OUR FINANCIAL COMMITMENTS

I've spent most of this letter bringing you up to date on the growth initiatives of our
Global Business Plan. Let me also share some of the highlights from K-C's 2006
financial results. Revenues rose more than 5 percent to $16.7 billion, driven by
higher volume, increased selling prices and an improved product mix. Our top-line
growth, combined with significant cost savings, helped offset inflation of about
$385 miltion. That figure is nearly double our initial expectation of $200 million,
resulting primarily from higher prices for fiber, oil-based raw materials and energy,
as well as higher distribution expense.

“Kimberly-Clark has
become much more
active in the category
management area
using insights and
research.”

—Retailer comment,
2006 Cannondate
PoweRanking Survey




DIVIDENDS DECLARED
Per Share

9%
+13%

+18%

+13% H

2003 2004 2005 2006

$1.80

“In the latest corporate
governance survey
conducted by

| Government Metrics
International, K-C
ranked in the top
1 percent of 3,800
global companies.”

Adjusted earnings per share increased by 3 percent, to $3.90, in line with our
guidance for the year. Importantly, we saw a sequential improvement in adjusted .
operating profit and mal;gin in the second half. We also continued to make progress
on adjusted return on invested capital [ROIC), which increased by 30 basis points.
Adjusted ROIC has improlved by 150 basis points since 2003 when we introduced
the Global Business Plan, confirming that our financial discipline is paying off.
Cash provided by operations rose 12 percent to-$2.4 billion, enabling us to invest
$972 million in capital prlojects. In line with our-targeted range of 5-6 percent of
sales, this spending continues to support our targeted growth initiatives.

We're also making great progress implementing.the strategic cost reductions that
are helping fund these ini\tiatives. We reduced costs year-over-year by $110 million
in 2006, exceeding our initial target. More than 70 percent of the expected charges .
are now behind us, and we expect savings te ramp up in 2007 by an additional .
$75 million to $100 milliop. Actions are either under way or complete at the
majority of the facilities affected by the strategic cost reduction plan.

In September 2006, we announced plans to outsource portions of certain

" administrative functions in the coming year. Outside partners that specialize in
- these disciplines will soon provide services in finance, human resources, supply
" and sourcing, and informaltion systems. These changes will allow us to improve our

efficiency and cost competitiveness while focusing our resources on innovation,
brand building and other capabilities that will drive growth.

* TAKING OUR SHAREHOLDER EFFORTS TO THE NEXT LEVEL

v The many efforts and succlesses outlined above are helping us deliver greater
returns to Kimberly-Clark shareholders. The 18 percent total return [price
appreciation plus dividend_s!] of KMB shares in 2006 outpaced both the 16 percent
return of the S&P 500 Index and the 15 percent return of the S&P Consumer
Staples Index. We continuelto deploy our cash flow in shareholder-friendly ways.

, For example, we repurchased $750 million of our stock during the year and raised
the dividend by almost ¢ percent. We've announced an 8 percent hike for 2007 as
well, our 35th consecutive annual dividend increase.

Our shareholder focus doesn’t end there. In the latest corporate governance survey
conducted by Government h{letrics International, K-C ranked in the top 1 percent of.
3,800 global companies for our accomplishments. Furthermore, we have been working

to take our corporate governance efforts to the next levet by providing shareholders




with an even stronger veice in the election of directors. In September 2004, the
board of directors amended the company’s By-Laws to implement a majority-voting
standard in uncontested director elections. The board also voted to submit a proposal

to shareholders that would eliminate the company’s classified board structure.

Of course, another way in which we serve shareholder interests is by recruiting

the most qualified candidates available to serve as directors. In that respect, I'm
delighted that we were able to add John Alm and Jim Jenness, two executives with
strong consumer products backgrounds, to our board. John is the former president
and CEO of Coca-Cola Enterprises, and Jim is the chairman and former CEQ of
Kellogg Company. At the same time, the board will miss the contributions of
directors Pastora San Juan Cafferty and Claudio Genzalez. Both have announced
their intention to retire after many years of service, and | want to thank them for
their steadfast dedication to making K-C a stronger company. You will find a
complete list of our current board of directors on page 8.

STAYING FOCUSED ON K-C'S GLOBAL BUSINESS PLAN

In closing, we've been executing the Global Business Plan to sustain performance
and drive shareholder value over the long term. We will continue to move forward
with our plan in 2007, with emphasis on our targeted growth initiatives. We will
alse continue 1o reinvest cost savings to support innovatien, improve brand equity
and advance our capahilities, particularly in the areas of customer development
and strategic marketing. In fact, we expect the rate of increase in our marketing
spending to outpace sales growth. Finally, we will remain focused on improving
ROIC, boosting cash flow and deploying our cash in shareholder-friendly ways.

Now, | invite you to turn the page and read more about the many ways in which
K-C is making the right connections with customers, shoppers and users. You will
also learn about our ongeing efforts to connect with our communities around the

world as well as the strides we're making in the area of sustainable development.

Sincerely,

Thomas J. Falk
Chairman and Chief Executive Officer

February 23, 2007
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RANKING HIGH IN
OUR COMMUNITIES

in 2006, K-C received recognition
from a variely of organizations as
a leader in corporate citizenship
and sustainahility.

For the second straight year, we
ranked No. 1 among personal
products companies in the

Dow Jones Sustainability World
Indexes. Only about 10 percent
of the 2,500 largest companies
worldwide gualify for inclusion
in the Indexes, which identify
the leading sustainability-driven
companies in their sectors.

The United Way of America
named K-C one of only seven
Summit Award recipients in
its Spirit of America program.
This prestigious award
recognizes outstanding
commitment to improving
lives in local communities.

The U.S. Chamber of
Caommerce Business Civic
Leadership Center last year
honored five companies for
carporate citizenship. We
received the International
Community Service Award for
our work with UNICEF to help
children orphaned by AlDS.

We finished among the top
10 percent of companies in
the GolinHarris Corporate
Citizenship Index, based on
a survey of 5,000 Americans.

CR{ magazine ranked us 23
on its list of "100 Best Corporate
Citizens"” for 2007, This list,
drawn from 1,100 of the largest
publicly traded U.5. companies,
recognizes those that excel in
serving a variety of stakeholders.




IN THE CLEAN ROOM AND IN

THE BATHROOM, USERS TRUST

OUR LATEST INNOVATIONS

ﬁmﬂ}u@ﬁaw
tiaininglinkthelh omeNKECIprodiict
innovationsikepcominginf2006YKEE
Brofessionallhasiionglbeentalieading;
providedoffglovesifogcleanlioom
environmentsltisedlinimantifactlring
Semiconatctorfandlpharmacetticacy
ink2006welexpandedloligotferings
\withlkimtechlalirelcleanfroomiwipersy

GETTING TO MARKET FASTER

Reduction in Cycle Time vs. Historical Average

=

Pre-Global 2005 2006
Business Plan

Average time from concept development to marketplace
launch for new and improved products. N

This new line includes six types of wipers, each appropriate
for different clean room requirements. They join a broad
range of wipers that generated double-digit sales growth
in 2006. On the workplace safety front, we rolled out two
new types of Kleenguard chemical-resistant gloves as

well as an improved chemical spray protection garment.

For families with young children, we expanded our
training pant offerings to include Pull-Ups with Cool
Alert and Putl-Ups Night*Time. The former uses a
patented technology that cools the inside of the pant
when it gets wet, letting children know the moment
they have had an accident. The latter provides more
absorbency than cur other training pants. This means
that parents don't have to disrupt the training process
by reaching for a diaper at bedtime. These innovations
helped K-C's North American child care business post
6 percent volume gains and record sales in 2006.

Parents have also told us that they want help teaching
proper bathroom and hygiene habits, That insight led to
Cottoneile for Kids, a combined dry bath tissue and moist
wipes system. The bath tissue features fun, "show-me-
where-to-tear” graphics that help kids easily use the right
amount of tissue, while the flushable, moist wipes offer
an easy-to-use, pep-up tub and a fresh watermelon scent.







INNOVATIVE PACKAGING AND
THE BEST IN PROTECTION
CONNECT WITH USERS OF
ALL AGES

(Canfalboxoftisslies]makelatstyle]
statementgAskilisersloflKleenex
Expressionsl@vallfacialltissticWAvailable]inl
NorhfAmericaRthis{brandislinighelovall
cartonfandlninelfashionstonwardpatternsa
fromlRlrpielRassionitoliwisted]Fern I
conneciwithlconstimersiwholexpeceven)
everydaylproductsitolplaylalrolelnlihieir
homeldecoriRreviolisiylavailablelontylat
bolidayitimeNthelovalpackagelevoked
stchlanfenthlisiasticleconsiimerdresponse]
thawelbeganlmaking]ifavailablelyears
rolindliniSeptemberd200eBylyearzendy
thisllinelextensionlhadlalceadylcaptired)
afftillooinyomarkesharelin]Nogth!
IAmericaisisAbilicnkfacialktisstielcategony

Packaging played a key role in a recent feminine care
launch as well. K-C brought to Brazil, the Andean
countries and Central America an attractively packaged
combo pack of Kotex- and Intimus-branded pads and
liners. Aimed at teenage girls, the multiple selection
gives these new users confidence that they have the
right level of protection for any situation.

This is just one of the many innovations that helped spur
high single-digit volume growth across Latin America.
Other notable feminine care launches in the region
included Intimus Basico in Brazil, a feminine pad
targeting the vatue segment.

b LR




Of course, K-C users also include babies who benefit
from the protection provided by the Huggies brand.
During the third quarter of 2006, we introduced several
improvements to make our diapers even more
comfortable. Huggies Natural Fit diapers, for one, offer
a new hourglass shape with a fit and feel more natural
to older babies. Another innovation—branded Huggies
Gentle Care diapers in the U.5. and Huggies Newborn
diapers in Europe—features cottony-soft materials
that provide more cushiony and quilted softness than
previous versions. These upgrades helped drive solid
volume growth in both geographies.

In child care, our GoodNites and DryNites youth pants
continued to make a difference in the lives of older
children dealing with bedwetting. We're helping build
their self-esteemn and also giving concerned parents a
way to cope. Among recent improvements, we've made
these pants gender-specific, added prints to make them
resemble regular underwear and introduced better odor
control to mask accidents. An important contributor to
K-C's $1 billion-plus child care business, our youth
pants are now available in 646 countries.

In medical settings, latex allergies pose a major probtem
for patients and clinicians alike. That's why doctars have
asked for a synthetic alternative in the exam gloves they
use every day. K-C scored a huge success this past year
with its introduction of Sterling nitrile gloves, an affordable
solution that combines the dexterity of latex with the
superior barrier protection and non-allergenic qualities
of nitrile. This introduction helped propel deuble-digit
sales growth for K-C exam gloves in 2006. Surgeons
appreciate another of K-C’s recent healthcare innovations:
the Secure-Fit technology we've added to our surgical
gown sleeve. This slip-resistant coating bonds glove and
gown together to prevent breach of the sterile field.
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USING THE RIGHT TECHNOLOGIES
AND STRATEGIES, WE'RE
APPEALING TO SHOPPERS
AROUND THE WORLD

KeCliecognizesithaifalbettergshopping
experiencellitimatelylleadsitelstrongerd
Sateslgrowthieligvictlialltealityitoolhelps
retailerslconnecwithlshoppersland]
gainlinsighyintoltheigwantsYueedslancy
shoppinglhabitsimoereltapidiyathan)
previeusiylpossibleSsafewayfoneloffouy
largesyretaillctstomersihas]describedithis)
techinologyaslaRbreakthrolighidnotingsfor
thelfirsgtimeNwelcanlrescreatefanlentisel
storelinfafvividithreesdimensionaliworld
andlexplorelnew]storelconceptsYshelgs
setsWassontmentfandlfixtiiceldesignes
alllwitholdmovinglalsinglelcasely

Another technology allows us to literally “see through
the consumer's eyes.” K-C's proprietary Consumer
Vision System consists of a miniature video camera
mounted on a pair of glasses or visor worn by a research
S participant. Observing firsthand how people shop for and
A use our products has led to new and improved offerings
and package designs.

K-C Professional, for example, used the system to
observe a plumber in action during a typical workday.
The research identified an assortment of products that
would make his work easier and more productive,
leading to the 2006 introduction of a.plumber’s product
bundle. Available through industrial supply stores, items
include a protective mat for tools, a kneepad, a canister
of disposable wet wipes and Purple Nitrile grip gloves.




The fast-growing do-it-for-me and do-it-yourself
markels represent a significant growth opportunity for
a wide range of K-C Professional and Scott-branded
products.

K-C tailors its sales strategy in each market to appeal

to the unique needs of sheppers. In China, for example,
K-C has focused on selling premium-tier products to the
burgeoning middle class in the country’s major cities.
Emphasizing innovation and performance, Huggies
diapers have already gained double-digit market share
in key cities. While infant care makes up the largest
portion of K-C's business in China, the company is
enjoying early success with the Kotex and Kleenex
brands as well.

PROVIDING HEL

PFUL CONSUMER INSIGHTS

2006 Cannondale PoweRanking Survey

Muost Helpful Insights/Ca
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FROM RETAILERS TO
HEALTHCARE CUSTOMERS,
K-C EMERGES AS AN
INDISPENSABLE PARTNER

Whels T eseret to meling) G em
indispensablelpartnemtolclistomersyy
EogstantersRwelcollaboratelonlprodiicy
merchandisinglandlothedkeylinitiativesy
llakeltheliSlinnovationlslimmitsiwelhosted
ink2006kwithlsomeloffotidlargesttisy
andlElizopeanltetaillclistomersainese;
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HIGHER GROWTH WITH TOP CUSTOMERS
2006 Sales Growth :

K-C Overall With Top 10
Customers

14




For example, in the U.S. meetings, K-C shared test
results of a-new merchandising concept that places
Huggies wipes and toiletries together in the store.
This led several customers to implement the change,
realizing double-digit category growth.

The summits also contributed to K-C's positive showing
in the 2006 Cannondale PoweRanking Survey of

U.S. retailers, prompting one respondeht to declare,
"Kimberly-Clark has really started to step up its communi-
cation. They seem ta be a lot more open with how they
share their strategies with us for both our benefits.”

In Latin America, our relationships with both major
retailers and the traditional trade helped deliver double-
digit sales growth in the region in 2004. Small retailers,
in fact, still accaunt for the majority of our sales in Latin
America, and we're appealing to these outlets and their
shoppers in a number of ways. For example, products

such as Scott Duramax and Scott Limpiamax reusable
paper towels target [quality-conscious consumers looking
for high-performingl products at an afferdable price.

At K-C Professional! we're meeting the needs of global
customers who desire product uniformity wherever they
operate. That led us to standardize packaging for the
Kleenex facial tissue Marriott International, Inc., provides
to hotel guests in more than 65 countries. In Marriott
hotels from Fiji to F{ance. Malaysia to Mexico, Kleenex
tissue cartons now display identical graphics.

In Health Care, we're moving to higher-order solutions
that help hospitals prevent healthcare-associated
infections, including ventilator-assaciated pneumonta
and surgical site infections. Offerings such as the
Microcuff endotracheal tube, introduced in late 2008,
lead to better patient outcomes, reduce healthcare costs
and provide a foundation for profitable growth.

15
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SELECTED FINANCIAL DATA -
5!
Millions, except percentages and per share amounts
Year ended December 31 ’ 2006 2005 2004 2003 ' 2002
INCOME STATEMENT DATA
Net sales ) $16,746.9 $ 15,902.4 $ 15,083.2 $14,026.3 $13,231.5
Gross profit 5,082.1 5,075.2 5.068.5 47944 4,693.8
Operating profit - - 21015 2,310.6 2.506.4 2,331.6 2.3468.3
Share of net income of equity companies 218.6 136.6 124.8 167.0 $13.3
Income from continuing operations I 1,499.5 1,580.6 1,770.4 1,643.6 1.627.4
income from discontinued operations [a} . - — 29.8 506 58.6
Net incorme 1,.1.9?.5 | 1,568.3 1,800.2 1,694.2 1.674.6
'
Diluted net incoeme $3.25 $3.28 $ 3.6 $3.33 $3.22
Diluted income from continuing operations 3.25 3.31 .55 3.23 3.13
Dividends declared 196 1.80 1.50 1.36 1.20
Market price at December 31 47.95 59.65 65.81 59.09 47.47
Bock value at December 21 ) 13.38 12.04 13.73 13.49 11.06

CASH FLOW AND BALANCE SHEET DATA [bl

|
|
!
PER SHARE BASIS
|
|
]
|

t
}

Cash provided by operations ’ $2579.5 { $2311.8 $2,726.2 $2,552.2 $23415
Capitat spending ) ¥721 ] 709.6 §35.0 872.9 85613
Cash dividends paid 8840 i 838.4 767.9 AR 612.7
Free cash flow [cl | 723.4 1 763.8 1,423.3 1,007.4 B4&7.5
Depreciation and amortization ; 932.8 844.5 800.3 745.3 7044
Total debt and preferred securities 43958 £,574.8 4,235.6 4,165.9 4,484
Stockholders” equity ' \ 6,097.4 5,568.2 66295 6,766.3 5,650.2
Total assets : “ 17,0567.0 16,303.2 17,018.0 16,77%.9 15,6396
Common shares outstanding : ‘; 455.4 461.5 4829 501.4 510.8

.

. L

FINANCIAL RATIOS J

Percent of net sales: 1‘ I
: Gross profit :‘ 30.3% 31.9% 33.6% 34.2% 35.5%
Operating profit ‘ 12.5% 14.5% 16.6% 16.6% 17.9% !

| Net income ; 9.0% 9.9% 11.9% 12.1% 12.7%
Capital spending 5.8% 4.5% 3.5% 6.2% 6.5%
Totat debt and preferred securities to :apitai [d) 40.3% 43.5% 37.7% 371% 43.2%
Dividend payout ratio [e] 59.9% 54.5% 44,0% 40.7% 37.0%

[a} Represents the results of Neenah Paper, In¢.'s fine and technical paper businesses thal were spun off on November 39, 2004.

[b] Cash flow data is from continuing operations. Balance sheet data is as of Decfemher 3.

[c) Free cash flow is calculated by subtracting capital spending and dividends paid trom cash provided by operations.

[d] Capital is total debt and preferred securities of subsidiary plus minority ewners’ interests in subsidiaries and total stockholders’ equity.
[¢) Dividend payout ratio is declared dividends per share divided by basic earnin'gs per share.
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PARTI - )

ITEM 1. BUSINESS = - : - N

.Kimberly-Clark Corporauon was; mcorporated in Delaware in 1928. The Corporqtion is a global health and
hygtene company, focused on product “innovation and butldmg its personal care, consumer tissue, K-C
Professional & Other and health care operations. The Cotporauon is principally engaged in the manufacturmg
and marketing of a wide.range of health and hygiene products around the world. Most of these products are made

|
. from natural or synthetic fibers using advanced technologies in fibers, nonwovens and absorbency. As used in

Items 1, lA 2,3, 6,7, 7A, 8:-and-9A of this, Form 10-K, the term “Corporatlon" refers to Ktmberly -Clark
Corporation and its consolidated subsidiaries. In. the remainder of this Form 10-K, the tefms ““Kimberly-Clark™ or
“Corporation” refer only to Kimberly-Clark Corporation. For financial mformatlon by business segment and
geographic area, and information about principal products-and markets of the Corl‘poratlon reference is made to
Item 7, *Management’s Discusston and Analysis of Financial Condition and Results of Operattons and to Item
8, Note 17 to the Consclidated Financial Statements.

Recent Developments .

- In July. 2005 the Corporatton authonzed a mulu-year plan” to 1mprove its compeuuve -position by
accelerating investments in targeled growth opportunities. A plan to Slreamlme manufacturmg and administrative

~ operations, prlmanly in North‘Amenca and Europe, was also initiated (the “Straleglc Cost Reduction Plan™). See
.- Item 7, “Managemen[ s Discussion and Analysis of Financial Condition and Results of Operations” and Item 8,

Note 2'to the Consolidated Fmanc1al Statements for a discussion of the Strategic Cost Reduction Plan.

Dunng 2005, the Corporatton repatriated apprommately $985 million of previously unremitted earnings of
certain of its non-U.S. subsidiaries under the provisions of the American Jobs Creatlon Act of-2004. This Act
provides, among other things, for'a one-time deduction for certain foreign earnings that are repatnated to and
reinvested in the U.S. As a result, the Corporatlon recordcd income tax expense and a related mcome tax ltabt]tty
of apprommately $55 5 mllhon in 2005

] .. . ag.“ e,

On November 30, 2004 the Corporatlon dntrtbuted to its stockho]derq a]l of the outstandmg shares of
common stock of Neenah Paper, Inc. (“Neenah Paper”).”Neenah Paper was formed in April- 2004 to facilitate the

spin-off of the Corporation’s U.S. fine paper and technical paper businesses and its Canadian pulp mills (the = : :

“Spin-off”). See Item 8, Notes |. and 3 to the Consolidated Financial _Statemelnts for additiona! 1t_1fo_rmal|on

regarding the Spin-off.

Description of the Corporation i
I

The Corporation - is orgamzed into. operating ' segments based on product groupings. These operating
segments have been aggregated into four reportable global business segments: Personal Care; Consumer Tissue;
K-C Professional & Other; and Health Care. The reportable segments were deterlmmed in ‘accordance with how
the Corporation’s executive managers develop and execute the Corporatlon s global strategies to drive growth
and profitability of the Corporatton s worldwide Personal Care, Consumer Tissue! K-C Professional & Other and
Health Care operations. These strategies include global plans for.branding and product positioning, technology
research and development programs, cost reductions including supply chain mdnagemcnt and capacity,-and
capital investments for each of these businesses. The principal sources of revenue; in each of our global business
segments are described below. Revenue, proﬁt and total assets of each reportable segmem are shown in ltem 8§,
Note 17 to the Consolidated Financial Statements

The- Personal Care segment manufactures and markets: dtsposable diapers, training and youth pants, and
swimpants; baby wipes; feminine and incontinence care products and related products. Products:in this segment
are primarily for household use and are sold under a variety of brand names, tnc]:.ldmg Hugglcs Pull-Ups, Little
Swimmers, GoodNites, Kotex Lightdays, Depend, Poise and other brand names. .

1
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The Consumer Tissue segment manufactures and markets facial and bathroom tissue, paper towels, napkins
and related products for household use. Products in this segment are sold under the Kleenex, Scott, Cottonelle,
Viva, Andrex, Scottex, Hakle, Page and other brand names.

The K-C Professional & Other segment manufactures and markets facial and bathroom tissue, paper towels,
napkins, wipers and a range of safety products for the away-from-home marketplace. Products in this segment
are sold under the Kimberly-Clark, Kleenex, Scott, WypAll, Kimtech, Kleenguard and Kimcare brand names.

‘ (
The Health Care segment manufactures and markets health care products such as surgical gowns, drapes,

infection control products, sterilization wrap, disposable iface masks and exam gloves, respiratory products and
other disposable medical products. Products in this segment are sold under the Kimberly-Clark, Ballard and other
brand names.

!
Products for household use are sold directly, and thro'ugh wholesalers, to supermarkets, mass merchandisers,

drugstores, warehouse clubs, variety and department stores and other retail outlets. Products for away-from-home
use are sold through distributors and directly to rnanufactu:ring, lodging, office building, food service, health care
establishments and high volume public facilities. [n addition, certain products are sold to converters.

In 2006, 2005 and 2004, sales to Wal-Mart Stores, II:IC. were approximately 13 percent of net sales in each
year.

Patents and Trademarks ' : Sk

The Corporation owns various patents and trademarks’ reglslered domesticaily and in many foreign
countries. The Corporauon considers the patents and trademarks which it owns and the trademarks under which it
sells certain of its products to be material to its busmt;ss. Consequently, the Corporation seeks patent and
trademark protection by all available means, including registration.

:
]

Raw Materials ' | ) ‘.

Superabsorbent materials are important components in disposable diapers, training and youth pants and
incontinence care products. Polypropylene and other synthetics and chemicals are the primary raw materials for
manufacturing nonwoven fabrics, which are used in disposable diapers, training and youth pants, wet wipes,
feminine pads, incontinence and health care products, and away-from-home wipers.

Cellulose fiber, in the form of kraft pulp or fiber recycled from recovered waste paper, is the primary raw
material for the Corporation's tissue products and is an'important component in disposable diapers, training
pants, feminine pads and incontinence care products. ;

Most recovered:-paper, synthetics, pulp and recycled fiber are purchased from third parties. The Corporation
considers the supply of such raw materials to be adequate to meet the needs of its businesses. See ltem LA, “Risk
Factors.” " - S
: ' i

Competition ;

The Corporation has several major competitors in most of its markets, some of which are larger and more
diversified than the Corporation. The principal methods and elements of competition include brand recognition
and loyalty, product innovation, quality and performance, price, and marketing and distribution capabilities. For
additional discussion of the competitive environment in which the Corporation conducts its business, see
Item 1A, “Risk Factors.”

2!
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Research and Development T Coa - . . t

Research and development expendttures_ are directed toward new or 1mproved personal care llSSUC W|p1ng,
and health care products and nonwoven materials. Consolidated research and’ development expense was’
$301.2 million in 2006, $319.5 million in 2005, and $279.7 million in 2004. ‘

S
Foreign Market Risks : Coe

The Corporauon operates and markets its products globally, and its busmless strategy mcludes targeted
growth in the developing and emerging markets. See ltem 1A, “Rtsk Factors for a discussion of foretgn market
risks that may affect the Corporauon s financial results.

Environmental Matters - S - ' _ ‘ P .

B
[ . . N *y

Total worldwide capital expenditures for voluntary environmental controls or controls necessary to comply
with legal requirements, relatmg to the protection of the environment at the Corpqrauon s facilities are expected
to be approximately $17 million in 2007 and $14 million in 2008. Of these amounts, approximately $6 million in
2007 and $5 million in 2008 are expected to be spent at facilities in the U.S. For facilities outside of the U.S.,
capital expenditures for environmental controls are expected to be approxtmalely $t1 mllllon in 2007 and
$9 million in 2008.

. Total .worldwide operating expenses for environmental compliance are expected to be .approximately
$159 million in 2007 and.$154 million in 2008 Operating expenses for environmental compltance with respect
to U.S. facilities are expected to be approx:mately $75 million in 2007 and $73 million in 2008. Operatmg
expenses for environmental compliance with respect to facilities outside the U.S. are expected to be
approximately $84 million in 2007 and $8! million in 2008. Operating expeltses include pollution control
equipment operation.and maintenance costs; governmental payments, and researchland engineering costs.» .

T o . . K3 N
Totat environmental capital expenditures and operating expenses are not expected to have a material effect -
on the Corporation’s total capital and operating expenditures, consolidated earnings or competitive position.
However, current environmental spending estimates could be modified as a result of changes in the Corporation’s

plans, changes in legal requirements or other factors. L . .

¢

_Employees' '
) In its,{.'vorldwide consolidated operations,ltthe Corporation had ntore than 55,000, e_mployees as of
December 31, 2006.

Item 10 of this Form 10-K identifies executive officers of the Corporation |and is incorporated- herein by
reference. - ) .

Avallable Informalmn

.

The Corporauon makes avallable ﬁnancral 1nformat1on news releases and other information on the
Corporation’s website .at ‘www.kimberly-clark.com. There is a direct link from the website to the Corporation’s
Securities and Exchange Commission filings via the EDGAR database, where the Corporation’s annual reports
on Form 10-K, quarterly, reports on Form 10-Q, current reports on Form 8-K, rand any amendments to those
reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934 are available
free of charge as soon as reasonably practicable after the Corporation files such reports and amendments with, or

3
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furnishes them to, the Securities and Exchange Coml;‘niqsion Stockholders may also contact Stockholder
Services, P.O. Box 612606, Da]las Texas 75261-2606 or call 972-281-1522 to obtain a hard copy of these
reports without chargc

ITEM 1A. RISK FACTORS

The following factors, as well as factors described elsewhere in this Form 10-K, or in other filings by the
Corporation with the Securities and Exchange Comm:ssnon could adversely affect the Corporation's consolidated
financial position, results of operations or cash flows. Other factors not presently known to us or that we

presently believe are not material could also affect our buginess operations and financial results,
+

Significant increases in prices for raw materials, energy, transportation and other necessary supplies and
services could adversely affect the Corporation’s financial results.
\

Increases in the cost of and availability of raw mateﬁals, including pulp and petroleum-based materials, the
cost of energy, transportation and other necessary services, supplier constraints, an inability to maintain favorable
supplier arrangements and relations or an inability to avoid disruptions in production output caused by such
events as natural disasters, power outages, labor smkes and the like could have an adverse effect on the
Corporation’s financial results.

Cellulose fiber, in the form of kraft pulp or recycled ﬁber from recovered waste paper, is used extensively in
the Corporation’s tissue products and is subject to significant price fluctuations due to the cyclical nature of these
fiber markets. Recycled fiber accounts for approximately 29 percent of the Corporation and its equity companies'
overall fiber requirements: !
1

On a worldwide basis, the Corporation supplies apbroximately 10 percent of its virgin fiber needs from
internal pulp manufacturing operations. Increases in pulp prices could adversély affect the Corporation’s earnings
if selling prices for its finished products are not adjusted or if such adjustments significantly trail the increases in
pulp prices. Derivative instruments have not been used to manage these risks.

A number of the Corporation’s products, such as didpers, training and youth pants, and incontinence care
products contain certain materials which are principally derived from petrolenm. These materials are subject to
price fluctuations based on changes in petroleum prices, availability and other factors. The Corporation purchases
these materials from a number of suppliers. Significant increases in prices for these materials could adversely
affect the Corporation’s earnings if selling prices for its finished products are not adjusted or if adjustments
significantly trail the increases in prices for these matcrlals Derivative instruments have not been used to manage
these risks. l

Although the Corporation believes that the supplies of raw materials needed to manufacture its products are
adequate, global economic conditions, supplier capacity constralms and other factors could affect the availability
of or prices for those raw materials.

The Corporation's manufacturing operations utilize electricity, natural gas and petroleum-based fuels.

To ensure that it uses all forms of energy cost-effectively, the Corporation maintains ongoing energy
efficiency improvement programs at all of its manufacturing sites. The Corporation’s contracts with energy
suppliers vary as to price, payment terms, quantities and duration. The Corporation’s energy costs are also
affected by various market factors including the availability of supplies of particular forms of energy, energy
prices and local and national regulatory decisions. There tan be no assurance that the Corporation will be fully

4,
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protected against substantial changes in the price or availability of energy sources. Derivative instruments are
used to hedge a substantial portion of. natural gas price risk in accordance| with the Corporation's risk
management-policy. - . . ot E
. R L T
S E
Increased pricing pressure and intense competition for sales of the' Corporarmn s products could have an
adverse effect on rke Corporation’s financial results. ' b

The Corporation competes in intensely competitive markets against well-known, branded products and private
label products both domestically and internaticnally. Inherent risks in the Corporation’s competitive strategy include
uncertainties concerning trade and consumer acceptance, the effects of-consolidation|within retailer and distribution
channels, .and competitive reaction. Some.of the Corporation’s major. competitors have undergone consohdauon
which could result i in increased competition and alter the dynamics of the mdustry[ Such consolidation may give
competitors greater financial resources and greater market penetration and enable: competitors to offer a wider
variety of products and services at more competitive prices, which could adversely affect the Corporation’s financial
results. It may be necessary for the Corporation to lower prices on its products and i increase spending on advertising
and promotions, each of which could adversely affect the Corporation’s ﬁnax}cia] results, In addition, the
Corporation incurs substantial development and marketing costs in introducing new and improved products and
technologies. The introduction of a new consumer product (whether improved or newly developed) usuatly requires
substantial expenditures for advertising and marketing to gain recognition in the marketplace If a product gains
consumer acceptance, it normally requires continued advertising and- promotional support to maintain its relative
market position. Some of the Corporation’s competitors are larger and have greater financial resources than the
Corporation. These competitors may be able to spend more aggressively on advertising and promottonal activities,
introduce competing products more quickly and respond more effectively to changmg business and economic
conditions than the Corporation can. The Corporation’s ability to develop new products is affected by whether it can
develop and fund. technological innovations, receive and maintain necessary patentI and trademark protection and
successfully anticipate consumer needs and preferences. . .o ' BN

There is no guarantee that the Corporation will be successful in developing new, and improVed products and
technologies necessary to compete successfully in the industry or that the Corporauon will be successful in
advertising, marketing and selling its products. . -

AN . .. LT LT
1

) . L . . . .
Changes in the policies of our retail trade customers and increasing dependence on key retailers in developed

markets may adversely affect our business. i

The Corporation’s products are sold in a highly competitive global marketplace, which is experiencing
increased concentration’ and the growing presence of large-format retailers and discounters. With the
consolidation of retail trade, especially in developed markets such as the U.S. and Europe the Corporation’is’
increasingly dependent on key retailers, and some of these relallers “including large format retailers, may have
greater bargaining power than does the Corporation. They may Gse this leverage to demand hlgher trade
discounts or allowances which could lead to reduced profitability. The Corpor'at:on may ‘also be negatively
affected by changes in the policies of its retail trade customers, such as inventory de-stocking, limitations on
access to shelf space, delisting of our products and other conditions. If the Corporation loses a significant
customer or if sales of its products to a significant customer materially decreaﬁle the Corporallon 5 busmess
financial condition and results of operanons may be matena]]y adversely affected

There is no guarantee that the Corporation’s efforts to reduce costs _w:H be successful.

The Corporation began its Competitive Improvement:Initiatives in the third quarter of 2005 to improve its
competitive position by accelerating investments in targeted growth opportunities and: streamlining
manufacturing and administrative operations. See Item 7, “Management’s Discussion and Analysis of Financial

5 ‘ !
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Condition and Results of Operations.” In addition, the Corporation anticipates cost savings to result from
reducing material costs and manufacturing waste and reatizing productivity gains and distribution efficiencies in
each of its business segments. If the Corporation cannot successfully implement the strategic cost reductions
included in its Competitive Improvement Initiatives or other cost savings plans, the Corporation may not realize
all anticipated benefits.” Any negative impact these iniliatives have on the Corporation’s relationships with
employees or customers or any failure to generate the anumpated efficiencies and savings could adversely affect
the Corporation’s ﬁnanc1al results

The Corporation’s sales may not occur as estimated.

There is no guarantee that the Corporation will be able to anticipate consumer preferences, estimate sales of
new products, estimate changes in population characteristics and the acceptance of the Corporation’s j)roduc'ts in
new markets and anticipate changes in technology and competmve responses. As a result, the Corporation may
not be able to achieve anticipdted sales.

Difficulties in expandin:g g[obally and in deve[éping an:d emerging markets (Asia, Latin America, the Middle
East, Eastern Europe and Africa) may adversely affect the Corporation's financial results.

Because the Corporation and its equity companies have manufacturing facilities in 40 countries and their
products are sold in more than 150 countries, the Corporation’s results may be substantially affected by foreign
market risks. The Corporation is subject to the |mpact of economic and political instability in developing
‘countries,

The Corporation faces increased risks in its international operations, including fluctuations in currency
exchange rates, adverse political and economic conditions, legal and regulatory constraints, tariffs and other trade
barriers, difficulties in enforcing contractual and intellectual property rights, costs and difficulties in managing
international operations and potentially adverse tax consequences. Each of these factors could adversely affect
the Corporation’s financial results. !

In addition, intense competition in European personal care and tissue markets and the challenging economic,
political and competitive environments in Latin America and developing countries in Eastern Europe and Asia may
slow the Corporation’s sales growth and eamings potential. The Corporation’s success internationally also depends
on its ability to acquire or to form successful business alliances, and there is no guarantee that the Corporation wilt
be able to acquire or form such alliances. In addition, there can be no assurance that the Corporation’s products will
be accepted in any particular market. The Corporation is subject to the movement of various currencies against each
-other and versus the U.S. dollar. Exposures, arising from tiransactions‘and commitments denominated in non-local
currencies, are systematically hedged through foreign currency forward, option and swap contracts. Translation
exposure for the Corporation with respect to foreign operations generally is not hedged. There can be no assurance
that the Corporation will be fully protected against substantial foreign currency fluctuations.

Pendmg lmgarron and administrative actions could have an adverse effect on the Corporation.

There is no guarantee that the Corporatmn will be successful in defending itself in legal and admmmtrauve
actions or in asserting its rights under various laws, including intellectual property laws. In addition, the
Corporation could incur substantial costs in defending itself or in asserting its rights in such actions. The costs
and other effects of pending litigation and admmlslratlve actions against the Corporation cannot be determined
with certainty. Although management believes that no such proceedings will have a material adverse effect on
the Corporation,.there can be no assurance that the outcome of such proceedmgs will be as expected. See Item 3,

“Legal Proceedings.” t
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Beginning in 2007, the Corporation will abmm certain adrmmsrrarwe servzces from m third ‘parties~which have
previously been “provided by employees of the Corporation. If the . third-party servicé providers- fail to

satisfactorily: perjform these administrative services, our operations could be adversely :mpacted

As part of the Corporation’s Global Business Plan, a number of admmlstmtlve functions are being

* transferred to third-party service providers beginning in 2007. Those fiinctions |include certain: information

technology; finance and accounting; sourcing and supply management; and human resources’ services. Although
moving these admlmslratwc functions to thifd-party service providers is expected t0 lower the Corporauon S cost
of operations, the Corporauon could experience disruptions in the quality and timeliness™of 'the services.
Disruptions or delays at the third-party service providers due to regional economu! busmess environmental, or
political events, or information technology system failures or military actions|could adversely lmpact the
Corporation’s operations, payments to the Corporation’s vendors, employees, and olherq and the Corporanon G
ability to report financial and management information on a timely and accurate basis. " , .

cal T

ITEM 1B. UNRESOLVED STAFF COMMENTS ‘ o :

None. . " ) ,

ITEM 2. PROPERTIES

Management believes that the Corporation’s and its equity affihates productlon facﬂmes are Suitable for
their purpose and adequate to support their businesses. The extent of uuhzauon of individual facilities varies, but
they generally operate at or near capacity, except in certain instances- such as when r)éw; products or technology - -
are belng introduced or when mills are being shut down. S ? : AT

w K '
Lt

The prmc1pa] facilities of the Corporation (including the Corporation’s equ1ty compames) and the products
or groups of products made at such facilities are as follows: .

World Héadquarters Location
Dallas, Texas

Operating Segments and Geographic Headquarters
Roswell, Georgia-

Neenah, Wisconsin . . -
Milsons Point, Australia . o
Seoul, Korea : ‘
Reigate, United Kingdom

Administrative Centers ‘ ) .;f s : - T
Knoxville, Tennessee - AU I ; : )
_ Brighton, United Kingdom ' '

Worldwide Production and Service Facilities E e

United States ' A .

-

Alabama
Mobile—tissue products

Arizona
Tucson—nhealth care products e
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Arkansas -

Conway—feminine care and incontinence care products and nonwovens Sy, .
Maumelle—wet wipes and nonwovens .

" California
Fullérton—tissue products

1

. F

New Milford—tissue products
Georgia. . " . 7 .
. LaGrange—nonwovens

Idaho -

Connecticut . » . i
|
i
|
. 1
Pocatello—health care products f

Kentucky . )
Owensboro—tissue products : =
Mississippi

Corinth—nonwovens, wipers and towels

‘North Carolina“ n
‘Hendersonville—nonwovens . -
Lexington—nonwovens |

Oklahoma - ;. . . ..
Jenks—tissue products

~

Pennsylvania
Chester—tissue products

South Carolina
Beech Island—diapers, wet wipes and tissue produc

7 S

Tennessee
Loudon—tissue products

Texas _‘ : "
Del Rio—health care products ' !
Paris—diapers and training, youth and swim pants |
San Antonio—personal cleansing products and systems
1

Utah -
Draper—health care products
Ogden—diapers

Washington |
Everett—tissue products, wipers and pulp

Wisconsin : : }
Marinette—tissue products and wipers | ,
Neenah—diapers, training pants, feminine care and irllcontinence care products and nonwovens
1
T
)
|

8"
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Outside the United States

Argentina

Bernal—tissue produc[s : :
Pilar-~feminine care and incontinence care productq
San Luis—diapers :

- Australia
" . Albury—nonwovens
Ingleburn—diapers
Millicent—pulp and tissue products
Tantanoola—pulp
Warwick Farm—tissue products

_'Bahrain ,
* East Riffa—tissue products . .

- ‘Belgium
Duffel—tissue products

Bolivia
Santa Cruz—tissue products

Brazil

Correia Pinto—tissue products

- Cruzeiro—tissue products . .

Mogi das Cruzes—tissue products R
Porto Alegre—feminine care products -~ : 4
Suzano—diapers, wet wipes and mcommence care products

Canada .
Huntsville, Ontano—nssue products

China . o LI
Bel_ung—femmme care and adult care products
Guangzhou—msue products -

Nanjing—feminine care products
Shanghai—tissue products

Colombia
Barbosa—wipers, business and correspondence papers and notebooks
Puerto Tejddd—tlssue products
Tocancipa—diapers-and feminine care products
* Villa Rica—diapers and incontinence care products

Tyt
Costa Rica

Belen—tissue products
Canago—dlapers and femmme care and mcommence care products

* Equity company production facility .

e

R
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_Ecuador

~ Germany

Taejon—feminine care products, diapers and nonwovens

Malaysia

* Equity company production facility

Czech Republic | _ . X
Jaromer—diapers, youth and training pants and_incohtinence care products
|

Litovel—feminine care products |

Dominican Republic
Santo Domingo—tissue products

1

i

1

3

]

. . . . 1
Mapasingue—tissue products, diapers and feminine ?:are products

El Salvador
Sitio del Nifio—tissue products

France
Rouen—tissue producis ;
Villey-Saint-Etienne—tissue products ' : ‘ ‘ T '

Koblenz—tissue products
Reisholz—tissue products
Weinheim—health care products

Honduras ‘
Villanueva—health care products

India . t
Pune—feminine care products and diapers

Indonesia
Jakarta—{eminine care and tissue products

Israel i

Afula—diapers and feminine care and incontinence care products

Hadera—tissue products | S ey

Nahariya—tissue product‘s . l o ’ .
\

Italy
Alanno—tissue products X
Romagnano—tissue products Z

Korea ,
Anyang—feminine care products, diapers and tissue ﬁroducts
Kimcheon—tissue products and nonwovens o : ]

1
!
o '
Kluang—tissue and feminine care products !
1
]

;
i
|
|

10
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Mexico
Acufia—health care products
* Bajio—tissue products ..
Cuautitlan—feminine care products, diapers and nonwovens -
* Ecatepec—tissue products '
- Magdalena—health care products
‘Morelia—tissue, products
Nogales—health care preducts L : o
Orizaba—tissue products
Ramos Arizpe—tissue products and diapers
Texmelucan—tissue. products .
Tlaxcala—diapers, nonwovens and wet wipes -

* - *

[ B A

Peru _ _ _
“ Puente Piedra—tissue products =~ - L

Villa—diapers and femtnme care and incontinence care products‘/ (RIS

: ; T

r

Phtltppmes . ' : Tk
San Pedro, Laguna—ufemtnme care products dtapers and tissue products

- S . -

-r

Poland . ] - o

Klucze—tissue products

Saudl Arabla - :
-* Al-Khobar—diapers, feminine C..ll‘E'. and tissue products

oy
Singapore
Tuas—diapers
-Slovak Republic . "= 700 Tl o ,
Ptestany—health care products T e R
"Jr . 7. T PR .—._:-.‘ - L - '
- South Africa I UL SR
Cape Téwn—tissue, feminine care and mcontmence care products
v Spnngs—tlssue products and' dlapers EERE _ -
Spain .
Aranguren—ttssue products . . i
Arceniega—tissue products and personal cleansmg products and systems
Calatayud—drapers R IR .”‘ A,
Salamanca—tissue products R
Telde, Canary Is!ands——ttssue products -

1

u.,‘ ot ¢ ¥

Switzerland , o i
Ntederb1pp—ussue products

* Equity compauy production facility -

.
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Taiwan 1
Chung Li—tissue, feminine care products and diapers
Hsin-Ying—tissue products

Ta-Yuan—tissue produc:ts

}

}
, ]
Thailand |
Hart Yai—disposable gloves |
Pathumthani—feminine.care and tissue products *3
Samut Prakarn—tissue products’

Turkey -
[stanbul—diapers

United Kingdom

Barrow—tissue products
Barton-upon-Humber—diapers and nonwovens
.Flint—tissue products and nonwovens |
Northfleet—tissue products '

i

DR |

Venezuela ]
Maracay—tissue products and diapers !

|
Vietnam !
Binh Duong—feminine care products |
Hanoi—feminine care products b
‘ I
!
1
:

ITEM 3. LEGAL PROCEEDINGS

The Corporatlon is subject to federal state and lOCdl environmental protection laws and regulations with
respect to its business operations and is operating in comphance with, or taking action aimed at ensuring
compliance with, such laws and regulations. The Corporauon has been named a potentially responsible party
under the provisions of the federal Comprehensive Enwronmema] Response, Compensation and Liability Act, or
analogous state statutes, at a number of waste disposal sites. In management’s opinion, none of the Corporation’s
compliance obligations with environmental protection ]a?ws and regulattons, individually or in the aggregate, is

expected to have a material adverse effect.on the Corporation’s business, financial condition, results of

operations or liquidity. !
I
b

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submltted o a vote of security holders dunng the founh quarter of 2006,

.

i
|
|
|
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ITEM 5, MARKET FOR THE REGISTRANT'S COMMON EQUITY RELATED ¢ STOCKHOLDER s
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES " 7 x4, '*_ ' S

The dividend and market prrce data included in Item 8, Note 19 to the Consohdated Fmancral Statemems is

mcorporated m thlS Itemey reference KR ",'”" ’, _ I '

- " - ) !
- ¥ - ..

I e 4"

Quarterly drvrdends have been patd contmually since 1935. Dividends are pald on of about the second

v

.n

business day .of January, Aprll “July and’ October.” The Automatic Dividend Reinvestment . service of:

Computershare Investor Services is available to’ Klmberly -Clark stockholders of r!ecord The service makes it

" possible for Klmberly -Clark stockholders of record-to have their dividends automattcally remvested in-common *.
“stock and to make additional cash mvestments up to $3, 000 per quaner

‘ ! : L Jr".'
Krmberly -Clark common stock is listed on the New York Stock Exchange The lticker symbol is KMB.
‘ P
As of February 14, 2007 the Corporanon had- 31 982 holders of record of lts ¢common stock. ’

her

.o
-
PV

For mforrnatron relatmg to securities anthorized for issuance under equlty compensatton plans,,see Part IIL,
Item 12 of this Form 10- K

+ 'r N -.'.a

The Corporation regularly repurchases shares™of Kimberly- Clark common “stock pdrs_uam to publicly
.announced. share repurchase programs. During 2006, the Corporation purchasec $750 million worth of its
common stock. The following table, contains information for shares repurchased {during the fourth quarter of

2006. None of the shares in this table were repurchased dlrectly from any officer or d1rector of the Corporatton v

ISSUER PURCHASES OF EQUITY SECURITIES;,

RN

P

Total:Nurnbér of

Mammum Number ’

4,299,060

-

* - of Shares That
- Shares Purchased " ' -« May Yet Be.
Total Number of as Part of Publicly "Purchased Under -
! ‘Shares Average Price  Announced Plans the Plans or
Period (2006) o S -, Purchased® Paid Per Share or Programs Programs
October 1031 .......... KU 01,222,000 $66.05 °  13740,000 <. 36,260,000
-November 11030 ....... T 1,588,000 66.16 - 15-,:328,000 v 734,672:0000
December 1to31 ........... . 1,489,000 67.13 16,817,000 , -.~+ 33,183,000 :
Totﬂl ............................. o '.. Ll 3" .,‘ X

PR
et

(a) " All share’ répurchases between October.1, 2006 and December 31, 2006 were made pursuant to share repurchase programs authorized by

_ the’ Corporation’s Board of Directors on September 13, 2005 and publicly announced on such date, which al]ow for.the repurchase of
Omillion shares in an amount not to exceed $5.0 billien. . ., - R T R

P =t

In addttron dunng November and December 2006, 42,061 shares at a cost of $2,775, 949 and 163 shares at

a cost of $9,932, respecttvely, were purchased from current or former ernpioyees in' connection w1th the exercme
of employee stock Op[l()l’ls and other awards No such shares were purchased ln October 2006 .

'.‘n . L

L ‘rt"‘-
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- ITEM 6.  SELECTED FINANCIAL DATA

] . . !
1 B ‘ 1

1 Year Ended December 31
2006 2005 - 2004t - 20030 2002¢cxd

' (Millions of dollars, except per share amounts) .

Net Sales .....: ....... . e, $16 746.9 $159026 $15,083.2 $14,0263 $13,231.5

‘Gross Profit ............ PP T L ﬁ 082.1 5,075.2 5,068.5 4,794.4 4,693.8
Operating Profit .. .............. . . .J?,'IOI:S 2.310:6 2,5064 23316 2.368.3
Share of Net Income of Equity Companies . : .. ... | 218.6@ 136.6 124.8 107.0 113.3
Income from: o . ' ' C
Continuing operations ..................:. },499.5 1,580.6 1,770.4 1,643.6 1,627.4
Discontinued operations . ................ I = 29.8 50.6 58.6
Cumulative effect of accountmg change . . ... L= (12.3) — — (11.4)
Netincome ............ R ‘1:,499.5' " 1,568.3 1,800.2 1,694,2 1,674.6
~ Per share basis: i : ! '
Basic - - ot ! a o
Continuing operations . . .. .. e 1327 333 3.58 324 3.15
Discontinued operations ......... 1 — — .06 .10 A1
Cumulative effect of accoummg { : - -
- change ..ol . { — s’ (.03)" - — - 02
© " Netincome ... . ... 0L, c43.27 -3.30 3.64 334 - 324
" Diluted ' S e ‘
Continuing operations . .......... © 1325 3.31 3.55 3.23 3.13
Discontinued operations ......... L= . — .06 10 At
Cumulative effect of accounting - ‘ T v '
CRANGE o oveeeeee - [ - — 02)
Netincome ................... 3.25 3.28 3.61 3.33 3.22
Cash Dividends Per Share o i
Declared ...... ... ... ... ... ... 1. 1.96 1.30 - 1.60 1.36 1.20
Paid ............... PR SRR P 1.92 1.75 1.54 1.32 1.18

TOtal ASSES . .. .. vttt $17 067.0 $16,303.2 $17,018.0 3516,779.9 $15 639.6

Long-TermDebt . .............cooiuieao.... 2 276.0 2,594.7 2,298.0 2,733.7 2, 844.0

Stockholders” Equity ........................ 6.097.4.  5558.2 6,629.5 6,766.3 5,650.3

(a) The Corporation's share of net income includes a gain of upproxm&ately $46 million from the sale by Klmbcr]y -Clark de Mexico, S.A.B.
de C.V. of its pulp and paper business. :

(b) In accordance with the requirements of Financial Accounting Sténdards Board Interpretation (“FIN"} 47, Aceounting for Conditional
Asset Retirement Obligations, the Corporation recorded a pretax aﬁset retirement obligation of $23.6 million at December 31, 2003. The
cumulative effect on income, net of related income tax effects, of recordmg the asset retirement obligation was $12.3 million, or $.03 per
share. See Item-8, Note | to the COIISUllddICd Financial Stutements

(<) Income statement data present the results of Neenah Paper’s fine and technical papcrs busmes‘;es as discontinued operations. ‘

(d) Durmg 2001 the Emerging Issues Task Force (“EITF”) of the Fmanc1al Accounting Standards Board issued EITF 0i-9, Accounrmg for

Consideration Given by a Vendor 1o a Customer or a Reseller of the Vendor's Products. The Corporation adopted EITF 01-9 effective
January 1, 2002. EITF 01-9 required the recording of a cumulative effect of a change in accounting principle in 2002, equal to an
after-tax charge of approximately $.02 per share, which resulted frgm a charige in the period for recognizing the costs of coupons.

i

1
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ITEM 7 MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND

- RESULTS OF OPFRATIONS I BN

lntroductlon

) Thts management 5 drscussmn and analysrs ‘of financial condition and results

of operations (“MD&A”) is

inténded 10 provide investors with an understanding of the Corporation’s past perforrnance 1ts financial

condition and its prospects: The followmg wrll be discussed and analyzed:

. Overv1ew of Business, . ce

.

. Overv1ew of 2006 Results

5

Resu]ts of Operauons ancl Reldted Infonnatton

A
e

¥
Ltqu1d|ty and Caprtal Resources R

Vanable Interest Entltles

Cntlca! Accounting Pohcles dnd Use of Estlmates .
. Legal Matters ' .
_-. New Accountmg Standards

, . Busmess Out]ook T

+  Forward-Looking Statements'

'Overview of Business

. The Corporatlon is a glob..tl health and hygiene company with manufacturmg
its products are sold in more than 150 countries. The- Corporation’s products are

facilities in 37 countries ‘and

sold under such well-known "

brands as-Kleenex, Scott, Huggies, Pull-Ups, Kotex and Depend. The Corporatllon has four reportable global
business segments: Personal Care, Consumer Tissue; K-C Professional & Other; and;Health'Care. These global’
busmess segments are described in greater detarl in ltem 8, Note 17 10 the Consolidated Fmancml Statements.

- In managing its global business. the Corporation’s management believes that developing -new and improved
products, responding effectively to competitive challenges, obtaining and maintaining leading market shares,

controlling costs, and managing currency and commodity risks are important to
Corporation.- The dtscussron and analysis of results of operattons and other related

factors.

the long-term success of the
information will refer to these

*  Product 1nnovauon—Past results and future prospects depend in large part on product innovation. The

Corporation relies on its abitity to deve]op and introduce new or 1mprowed products to drive sales and

volume- growth and -to achieve and/or maintain, category leadership.

In order; to" develop new or

improved products, the technology to support those products must be acquired or. developed Research
and development expenditures are directed towards new or, improved personal care tlssue and health

care products and nonwoven materials.

» Competitive envrronment—Past results and future prospects ‘are slgmf' cant]y affected by the

competmve environment in Whlch we' operate We _experience intense
N -4

competition for sales of our

LIS i,
prmcrpal products in our major farkets, both domestically and internationally. Our products compete

.1
with widely advertised, well-known, branded products as .well as prlyate label products which are
typically sold at lower prices. We have several major competitors in most of our markets, some of which

15
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are larger and more diversified. The principai methods and elements of competition include brand
recognition and loyalty, product innovation, - qualuy and performance price, and marketing and
distribution capabilities.

» Aggressive competitive actions in 2005 and 2006 have required increased promotional spending to
support new product introductions and enable competitive pricing in order to protect the position of the
Corporation’s products in the market. We expect competition to continue to be intense in 2007.

*  Market shares—Achieving leading market shares in our principal products has been an important part of
our past performance. We hold number ! or 2 share positions in more than 80 countries. Achieving and
maintaining leading market shares is important because of ongoing consolidation of retailers and the
trend of leading merchandisers secking to stock only the top competitive brands.

+  Cost controls—To maintain our competitive position, we must control our manufacturing, distribution
and other costs. We have achieved cost savmgq from reducing material costs and manufacturing waste
and realizing productivity gains and dlstnbunon efficiencies in our business segments. Our ability to
control costs can be affected by changes in the pnce of oil, pulp and other commodities we consume in

our manufacturing processes. Our strategic investments in information systems and partnering with third

party providers of administrative services should also aliow further cost savings through streamlining
administrative activities.

* Foreign currency and commodity risks—As a multinational enterprise, we are exposed to changes in
foreign currency exchange rates, and we are also exposed to changes in commodity prices. Our ability to
effectively manage these risks can have a matenal impact on our results of operations.

Overview of 2006 Results

Competitive pressures continued during 2006 in most of the Corporation’s businesses. In addition, the
Corporation continued to be adversely affected by raw material cost inflation and higher energy and related costs,
*  Net sales rose 5.3 percent.

* Growth was driven by higher sales volumes, increased net selling prices and an improved product
. | .
mix. R

*  Operating profit decreased 9.0 percent and net income and dlluted earnings per share decreased
4.4 percent and .9 percent, respectively. °

+ Higher net sales and cost savings of about, $265 million did not overcome the effects of about
$385 million of cost inflation and approxnmately $484 million of charges related to the strategic cost
reductions.

*+  Cash flow from operations increased 12 percent to $2.6 billion.

*  The Corporation returned $1.6 billion to shareholders through dividends and share repurchases.

Results of Operations and Related Information

This section contains a discussion and analysis of net sales, operating profit and other information relevant
to an understanding of 2006 results of operations. This discussion and analysis compares 2006 resuits to 2005,
and 2005 resulis to 2004. Each dlSCll‘;SlOIl focuses first on consolidated results, and then the results of each
reportable business segment.’ '

16
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Analysis of Consolidated Net Sales e s._! Lo 1 -
By Business Segment . ' -_' kR
‘ ". e ll b Year.Endéd D‘ecembei- 31
- 2006, 2005 - .. 2004
. ' . i (Mllhons of dollars)
Personal Care . .:...."..... Tia e . S N "~ $-6,740.9 - $’62874 $ 59751
ConsllmerTlssue....'............'..':’...:‘i...7.‘...'..'.‘...’»J..:.’":“:-.-'.~...' 59820 5,781.3 5,343.0
K-C Professional & Olher UL, P IR P 2,‘7-‘18;7 -2.595.7 - 27577
Health Care ................. e e c 11,3318 12260 12002
Corporate & Other .. .............. P St 323 31.4 . 243
_ Intersegment sales® ... oo E S VA R (58.8) “{19.3) 217.1)
‘Consolidated ............. nem ST L $16,7‘4£2 $15,902.6 S$15,083.2. -
- By _Geograpl}ic Area - ' . |
o ' S, . ' o Lo _"’ . “Ift'fal" iEnded December 31
- ST 006, T 2005 T 2004
: T ) * ' ’ (Mllllons of dollars)
United'States ........:o0 . ..0.... ............. U $ 94056 $9,093.1 3 86835 :
Canada® ....................... e ERT BURNTIN 28 5138 0. ., 5164 911.0
- lntergeographic SAlES @) e (249 2) .(254.7) (554.4)
. Total North America . .. .. e SO X 694 4 - 93548 , 9040.1
Europe e e e e M e e A3y 153 4 3,072.8 3,098.3 °
Asia; Latin America and other,, . . . ..i7 ... [P Lot 480 9. 40192 . 34888
- Intergeographic sales . ...... .. L e PRI (581 8) (544.2) (544. 0)
Consolldated ....... P P .7":". ey , . i .,$16 746.9 $15,902.6 $15,083.2
(a) The decrease in 2()05 is primarily due w0 the 2004 divestment of pu!p operat:ons e h\_“ \', y
Lk { - P IS ’
k_ C_t;mmc_zmary: T | - E .7 .
2006 versus 2005 .~ < N n
" o ‘ . . . |
‘Percent Change in Sales Versus Prior Year
‘ ty el “-;; A Change Due To
Wt L m sTaal Net | Miv -
- . - "Changé _Volume Price Currency Other -
Consolidated ............ U Sl 8302 1 1
Personal Care ........... D RSO I ) 6 (1) 1 1
Consumer TiSSUE . . ... ovvveeteinn oo s 35 w3 1 1
K-C Professional & Other ............ [ R e AT I 2 1 1
HealthCare ........0..0iveeoenieaiinnns. P seeiai. 86 7 | - 1

Consolidated net sales increased 5.3 percént from 2005. Sales volumes rose more than 2 percent, driven by
growth in the personal care and health care segments! Net selling prices increased more than'l percent, as higher

“a
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net selling prices for consumer tissue were parttally offset by lower net selling prices for personal care. Favorable
currency effects, pnmanly in Korea and Brazﬂ and lmproved product mix each added about 1 percent.

«  Worldwide sales of perqonal care products mcreased 7.2 percent due to hlgher sales volumes, with each
of the regions .contributing to the increase, favorable currency effects and improved product mix,
partlally offqet by lower net selling prices. ’

In North Amenca net sales increased ‘about 4 percent principally resulting from higher sales volumes
for dlsposable ‘diapers, continued growth in Ch]ld care products—GoodNites youth pants and Puil-Ups
training pants—Huggies baby wipes and mcont;nence care products, partially offset by continued lower
feminine care sales’ volumes. Lower net selling prices of about 1 percent due to competitive pressures
were partially offset by a favorable Canadian dollar currency effect.

. - - - ! . 0 :
. Net sales in Europe were even with the prior .year as higher sales volumes were offset by lower net
" selling prices. Increased sales volumes, primarily for disposable diapers, were tempered by lower sales
volumes for feminine care products. !

’

In the developing dnd emerging markets, net sales grew 14 percent with each of the regions contributing
to the increase. The overall increase was driven by more than 9 percent higher sales volumes reflecting
double-digit" growth in Latin America and the Middle East, Africa and Eastern Europe. Favorable
product mix, led by results in Korea, and favorable currency effects, primarily in Korea and Brazil, each
added about 2 percent to the net sales gain, ;

3

*»  Worldwide net sales of-consumer tissue products increased 3.5 percent primarily due to higher net
selling prices in each geographlc region. ?

In North America, net sales were nearly 4 percent higher principally due to increased net sellmg prices
as the benefit of 1mproved product mix was parttally offset by lower sales volumes. The higher net
selling prices resulted from price increases in February 2006 on bathroom tissue and towels, and a price
increase 'in April 2006 for facial tissue, The prlce increases were tempered by higher promotronal
spending. :

In Europe, net sales déclined about 1-percent because higher net selling prices and favorable product
mix did not offset lower sales volumes The lo}wer sales vo]umes were due, in part, to the strategy of
exiting low margin busmesses 4 :
In the developing and emerging markets, net sales advanced about 9 percent. Sales volumes increased
more than | percent, net selling prices rose nearly 4 percent and favorable product mix and currency
each added nearly 2 percent: Each of the regtons contributed to the higher net selling prices, and Korea
and Brazil provided the most significant cun‘ency gains.

= * Worldwide net sales of . K- ¢'Professional & Other products increased 4.7 percent due to 2 percent higher
net selling prices, while sales volumes, favorable product mix and currency ‘each added about | percent.
North America led the htgher net selling prices due to several contract prlce increases over the last two
years. (A i

+  Worldwide net sales of health care products'rosl_e 8.6 percent on the stre'ngth of nearly 7 percent higher
sales volumes. The sales volume growth reflects gains for face masks, sterilization wrap and the new
Sterling Nitrile exam glove. Higher net selling prices and favorable product mix each contributed about

1 percent to the increase. . !
L
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2005 versus 2004 -
.‘ . Percent-(iﬁange_ in Sales Versus Prior Year
) | Change Due To

e Total * Net © Mi Pulp
Consolidated .............00...... PR SR 54 3 12 0 = (D
Personal Care ... ... e R UL A - 52 0 .4 — 2 L) —
Consumer TiSSUe ... ..ot iininenns . . B2 4 2 S I —
K-CProfessional & Other . ....... .o iiiiveenna..  (59) 3 1 1 0 — an
Health Care . ... et it iiaae et raes 2.2 3. (1) —1 = —

Consolidated net sales increased 5.4 percent from 2004. Sales volumes tose more than 3 percent with each
of the business segments contributing to the increase. Currency effects added nea'rly 2 percent to the increase
primarily due to strengthening of the South Korean won, the Brazilian real, the Canadian dollar and the
Australian dollar. Net selling prices increased | percent offset by a reduction in net sales due to the divestiture of
the pulp operations as part of the spin-off of Neenah Paper on November 30, 2004.

= Worldwide net sales of personal care products increased 5.2 percent due to higher sales volumes,
primarily in North and Latin America, and favorable currency cffects related to the previously
mentioned currencies and higher net selling prices in the developing and emerging markets. These
positive factors were partially offset by lower net selling prices in North America and Europe. '

In North America, net sales increased more than 1 percent resulting from 3{percent higher sales volumes
reflecting higher sales of Huggies diapers, growth in child care products—GoodNites youth underpants,
Pull-Ups training pants and Little Swimmers swimpants—and incontinence brands Poise and Depend,
partially offset by lower feminine care sales volumes. Lower net selling pnces of about l percent and an
unfavorable product mix tempered the effect of the overall higher sales VO]E.IIT]ES

" Net sales in Europe declined nearly 5 percent. Higher sales volumes for diapers were more than offset
by reduced sales volumes for feminine care products. Overall net selling prices decreased about
7 petcent due to continued competitive pressure. Currency effects prO\Irided a more than | percent
favorable [impact on the comparison. ‘

In the developmg and emerging markets, net sales grew nearly 16 percent driven by about 6 percent
" higher 'sales volumes and favorable currency effects of the same magllntude The advance in sales
volume was led by double-digit growth in Latin America with increases across the region. Asia also
contributed to the sales volume increase. The favorable currency effectqloccurred primarily in Korea,
Brazil and Australia. Net selling prices increased about 3 percent with gains in each of the geographlc

nglOﬂS

«  Worldwide net sales of consumer tissue products rose 8.2 percent on the strength of increased sales
. volumes and net selling prices in North America, higher sales volumes in] the developing and emerging
-7 ¥ .markets and favorable currency effects. These favorable impacts were tempered by .lower net selling
" prices in Europe. ' '

In North America, nel sales advanced nearly i1 percent as higher sales volumes and hxgher net selling
prices each contributed about 5 percent to the improvement. A more favorable product sales mix also
added about | percent. The higher sales volumes were driven by the introduction of Scott Extra Soft
bathroom tissue in February 2005. List price increases on bathroom and facial tissue and on towels that
occurred in August 2004 resulted in the higher net selling prices. Kleknex Anti-Viral facial tissue,
iintroduced in September 2004, was the primary leader in the improved praduct mix. -

19
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In Europe, net sales decreased nearly 2 percent:principally due to over 3 percent lower net selling prices
reflecting continuing competitive pressures. Sales volumes were even with the prior year and currency
provided about a 1 percent favorable effect. :

In the developing and emerging markets, net sales increased approximately 16 percent primarily due to
about 8 percent higher sales volumes and approximately 6 percent favorable currency effects. Korea,
Australia and Brazil were the most significant contributors {0 both sales volume and currency gains.

*  Worldwide net sales for K-C Professional & Other products decreased 5.9 percent. The divestiture of
the pulp operations included in the Neenah Paper spin-off reduced net sales by about 11 percent, QOverall
sales volumes increased approximately 3 percent while net selling prices and favorable currency effects
each added about | percent.

*  Worldwide net sales of health care products mcreased 2.2 percent on sales volume growth of nearly
" 3 percent pamally offset by: lov.fer net selling pnces of about | percent.

Analysis of Consolidated Opeiating Profit

By Business Segment

i . Year Ended December 31 -
: 2006 2005 2004
: 1 : {Millions of dollars)
PersonalCare ............. O S e .. $1,302.5 $1,2422 $1,253.2
Consumer TissUe .. ..o e . 772.6 805.8 803.1 !
K-C Professional & Other ................ T TR 431 4469 387 |
Health Care ... ... e 2462 2263 2695
Other income and (expense), Net . .. ... ... .o i (32.3) (27.2) (51.2)
Corporate & Other .. ... ... T . (624.6) (3834) (155.3) |
Consolidated ................ ... iinnin...s e e e $2,101.5 $2,310.6 $2,506.4 '
!
By Geographic Area
' Year Ended December 31
E 2006 . 2005 2004
' - (Millions of dollars)
United States . ...... e P U S, . $1,856.2 $1,973.5 $1,953.1
Canada .................. e e e 142.8 107.7 122.0
Europe ................ e e 211.1 165.9 221.0
Asia, Latin Americaandother ..................... e 5483 4741 - 4168
Other income and (expense), net . . . .. e R R R R 32.3) . (27.2) (51.2)
Corporate & Other . ... ..................... e e (624.6) (3834) (155.3)
Consolidated .- ..., ... e e $2,101.5 $2,310.6 $2,506.4

Note: Other income and (expense), net and Corporate & Olher include the following amounts of pretax charges
for the strategic cost reductions.

: 2006 - 2005 2004
. R e , (Millions of dollars)
Other income and (EXPenSe), NMEL . ... it ettt einree s $ 80 § — § —

Corporate & Other ...... ... . ... . iveeinnnn ittt iiaaaaeanans 476.4) (228.6) —




PARTII

{Continued)
Commentary: "
2006 versus 2005
Percentage Change in Operating Profit Versus Pnor Year
Change Due To
‘Raw ' Energyand '
Total | Net  Materials Distribution i
Change Volume Price - .Cost Expense . Currency Other®
Consolidated .. ."...0... .0 0 90 T 7 9 _"‘\ 1oy | ® Y2 . (9w
Personal Care .27 . L. R 49 10 (5 (7) d (2) 2 7
Consumer Tissue . .........cco.... P .1y @ 23 Yan o az — (N
K-C Profesmonal & Other R , 2.2) (D 13 ) (7)_ . Foooo (D
HealthCare N S.88 19 T4 oAb G - = 2
(a) Includes lhe ben.eﬁt of cost savings achieved, net of higher ma.rkeung and general expense% P Y C
(b) Ch.u'gcs for strategic cost reductions were $255 8 million higher in 2006 than in 2005 i
Consohdated operaung proﬁt dechned 9.0 percent or $209 ] rmlhon Primary factors that affected the

comparison were approximately $256 million of higher charges in 2006 for the Stlrateglc Cost Reduction Plan
that are not included in the business segments (as discussed later in this MD&A and in Item 8, Note 2 to the
Consolidated Financial Statements),; cost inflation of about $385 mllllon and hlgher markeung research and
general -expenses. Partially offsetting. those factors were £ross cost savmgq of about -$265 mllllon higher net
selling prices and increased sales volumes. As discussed in Note 7 to the Consolidated Financial Statements,
effective January - 1, 2006, the Corporation adopted = Statement of - Fman(':lal Accounting Standards

(“SFAS™ No. 123R,.Share-Based Payment (“SFAS 123R”). Stock option expense under the provisions of

SFAS 123R reduced 2006 operating profit by about $35 million. Qperating _proﬁt as a percent of net sales
declined to 12.5 percent from 14.5 percent in 2005.

*  Operating profit for personal care products increased 4.9 percent. Cost ﬁavi!ngs and-higher sales volumes
" more than offset raw material cost inflation—primarily for polymer resins and superabsorbenls—and

lower net selling prices. B , :
Operaung proﬁl in North Amenca ‘was even with last year as hlgher sales volumes and cost savmgs
were offset by lower net selhng prices, materlals cost inflation and hlgher manufacturing costs partly
related to product improvements. In Europe operalmg results 1mproved due to higher sales volumes,

[ .
cost savings and lower marketing, research and general expenses Operatmg prof" it in the developlng and .

emerging markets increased more than 10 percent primarily due to increased sales volumes and
1mpr0ved product mix, tempered by increased marketing €Xpenses.

* “ Operating profit for consumer tissue products decreased 4.1 percent as hllgher net selling prices. were
more than offset by cost inflation, primarily for. pulp, increased energy, and dlstrlbuuon expenses and
‘higher marketing, research and general expenses. ' C

In North America, operating profit declined nearly 3 percent due to higher pulp; energy, distribution,
manufacturing and start-up costs that more than offset higher net selling prices. Operating profit in
Europe decreased as_higher pulp and energy costs and increased manufactunng expenses more than
offset higher net sellmg prices and cost savings. In the developmg and ‘emerging markets, operating
profit declined as higher pulp, dnmbuuon and marketmg, research ‘and general expenses more than
. offset the increased net selling’ pnces "

»  Operating profit for K-C Professional & Other products declined 2.2 percenl because higher pulp,
energy and distribution costs and increased marketing, research and general expenses more than offset
higher net selling prices and cost savings.
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PART II
(Continued)

i
|

. Operatmg profit for health care products mcreased 8.8 percent. The higher sales volumes, favorable
product mix ‘and cost savings combined to more than offset raw materials inflation and hlgher general
expenses. il

’ !

Strategic Cost Reduction Plan " .. ]

During 2006, the Corporatlon made progress |mplemem1ng the Strategic Cost Reduction Plan that will
support the targeted growth mvestmentq announced in July 2005. As previously disclosed, management expects
this plan to reduce costs by streamlmmg manufiacturing and administrative operations, prlmarlly in
North America and Europe, creatmg a'more competitive: platform for growth and margin improvement.

Pretax charges totalmg $484 4 million and $228.6 mllllon for these cost reduction initiatives (3345.0 million
and $167.6 million after tax) were recorded in 2006 and 2005, respectively. See ltem 8, Note 2 to the

“Consolidated Financial Statements for the detail of the costs recorded in 2006 and 2005. -

Based on current estimates, the strategic cost reductions are expected to result in cumulative charges of
approximately $950 million to $1.0 billion before tax ($665—$700 million after tax) by the end of 2008. The
change in estimate from the previous range of $1.0 billion to $1.1 billion was primarily due to reduced
severances because of higher attrition and higher than anticipaled ‘proceeds from asset sales. The Corperation
expects these actions will yield anticipated annual pretax savings of at least $350 million by 2009, Contiriuous
productivity gains over the last several years along wnh investments in state-of-the-art manufacturing capacity
are enabling the Corporation to consolidate production at fewer facilities. Cash costs related to the sale, closure
or stréamlining of operations, relocation of equipment, severance and other expenses are expected to account for
. less than '40 percent of the charges. Noncash charges consist pr:manly of incremental depreciation and
amomzatlon and asset write downs. ' I :

i

By the end of 2008, management anticipates there wn]l be a net workforce reduction of about 10 percent, or
approximately 6,000 employees. As of December 31, 2006 a net workforce reduction of more than 3,000 had
occurred. Approximately 20 manufacturing facilities, olr 17 percent of the Corporation’s: werldwide total, are
expected to be sold or closed and an additional 4 fac1llt1es are expected to be streamlined. There is a particular
focus on Europe, aimed at lmprovmg business results i m the region. The Corporation intends to consolidate and
streamline manufacturing facilities, further improve operatmg efficiencies, and reduce selling, general and
administrative expenses while reinvesting in key growth’ opportunities there. As of December 31, 2006 charges
" have been recorded related to the cost reduction mmatlves for 23 facilities.

|
The strategic cost reductions are corporate dec:smns and are not included in the business segments

operating profit performance See ltem 8, Note 17 to 1he Consolidated Financial Statements for the 2006 and
2005 costs of the strategic cost reductions by business’ segment and geographlc area. :
: o
Orher income and (expense) net S e i .
Other income and (expense), net increased by $S 1 mllhon in 2006. Whlle currency transaction losses were
lower in 2006 than the prior year, 2005 included income of approximately $22 million from an insurance claim

for partial recovery of damages related to a fire in 2004 at a facility in Europe. Also included in 2006 are costs of
$8.0 million for facilities disposed of as part of the strategic cost reduction plan. . ..

3]
Y (N5 T




PART Il
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2005 versus 2004

) . " Change Due To
. Raw ' :Energyand
Total Net  Materials: Distribution ;-
: Change Volume Price Cost |[Expense | Currency - Otherés
Consolidated e e e (1.8) 7 4 ) (7 1 4)®»
Personal CAre . . :.......oovunneernnen.. 09 6 @@ (12 @ ' 3" 6
Consumer TisSSU€ . .......covvrervnrnann 0.3 7. 11 @ - U4 1 {1)
K-C Professional & Other ............... 154 - 9 8 (4) )] 2 7@,
Health Care ...... e (16.0) 7 @ - aoy. - . .(3) ) —. (6)

(a) Includes the bencﬁts of cost savings achieved, net of increased marketing and research costs.
(b) " Includes costs aggregaung $228.6 n‘l]"lOl‘l for the strategic cost reductmns ) ' ' A

{c) Operanng losses from divested pulp operauons were included in 2004, .

Percentage Change in Operating Profit Versus Prior Year

] Consolid{lied operating profit decreaséd“'}'s percent Signiﬁcaﬁl itéms that regauvelv affected operating
profit were approx1mate1y $229 million of charges related to the ‘previously dlscussed etrateglc cost reduction
plan, cost mflauon of about $400 million and higher marKeting, research and’ general €Xpenses. Those items were

partially .

offset by gross cost savings of nearly $210 million, increased sales' volumes ‘and higher net sellmg

* prices. Operating profit as a percent of net sales declined to 145 percént from 166 plercem for 2004.

Operating profit for personal care products decreased .9 percent. Cosl savings, higher sales volumes and
favorable currency effects were offset by materials cost inflation—particularly for polymer resins and
superabsorbents, lower et selling prices and increased costs, for marketing and reséarch activities. The
year-over-year. change in operating profit was -also affected by about $37 million of costs in 2004 to
improve the efficiency of the Corporation’s diaper operations.

Operating profit in North' America declined about 3 percent as materials cost inflation, lower net selling

prices and higher distribution costs more than offset cost savings and the higher-sales volumes. In

-Europe; operating profit decreased primarily due to the lower net selling f)rices. Operating profit in the

developing and emerging markets increased nearly 16 percent due to thejhigher sales-volumes, higher
net selling prices and favorable currency effects, tempered by higher mquffting and administrative costs.

Operating proﬁt' for, consumer tissue products was essentially even with last year, an increase of
.3 percent. The higher net qellmg prices, higher sales volumes and cost,savings were offset by cost
inflation for materials, energy and distribution, and hlgher marketmg and research expenses.

In North America, operating profit grew almosl 8 percent: because the hlgher net selling prices and

increased sales volumes more than offset the cost inflation. Opemtmg profit in Europe det.reased_

principally due to the effects of the competitive lower net selling prices. In the developing and emerging

" markets, operating profit advanced approxlmately 19 percent on the slrengllh of the higher sales volumes

1

and a favorable product mix. - , "

Operating profit for the K-C Professional ‘& Other segmem increased 15 4 percent The higher sales
volumes and-higher net selling prices’ combined-with cost savings and the absence of operating losses
related to the divested pulp operations allowed the segment to overcome matenals and energy related

cost inflation.

'Operating profit for the health care segment decreased 16.0 percent. Increased raw materials co'sts,_
principally for polymers, higher energy and distribution costs and the lower net selling prices more than

s

offset the benefits of the higher sales volumes and cost savings. S I
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PART 11 :
(Continued) ;

Other Income and (expense), net

Other income and (expense), net decreased compared with 2004 primarily due to the previously described
income in 2005 of approximately $22 million from an insurance claim. Increased currency transaction losses in
2005 were mitigated by lower write-offs related to'the Corporation’s investments in historic real estate
restoration projects. ,

Additional Income Statement Commentary
Synthetic Fuel Partnerships

As described in Htem 8, Note 14 to the Consolidated Financial Statements, the Corporation owns minority
interests in two synthetic fuel parmershlps Pretax losse$ from participation in these partnerships are reported as
nonoperating expense in the Consolidated Income Stalemenl The $113.5 million decrease in these tosses in 2006
compared with 2005 was primarily due to the partnerships reducing operations in anticipation of the phase-out of
related tax credits as the price of crude oil increased during 2006. The Corperation’s income tax provision in
2006 was $148.3 million higher as a result of decreased income tax credits and tax benefits compared with 2005.
For 2005, the $20.6 million increase in these losses compared with 2004 was primarily due to the Corporation’s
full-year participation in one of the partnerships versus a partial year in 2004. The Corporation’s income tax
provision was lowered by $34.5 million in 2005 compared with 2004 as a result of increased income tax credits
and tax benefits of the higher nonoperating expenses. Diluted earnings per share benefited by $.04 in 2006
compared with $.12 and $.08 in 2005 and 2004, respectiv;'ely, from the synthetic fuel investments.

2006 versus 2005
» Interest expense increased primarily due to higher average interest rates.

* The Corporation’s effective tax rate was 25.4 percent in 2006 compared with 22.3 percent in 2005
primarily due to the reduced benefits from the synthetic fuel partnerships discussed above.

» The Corporation’s share of net income of equity companies increased $82.0 million including
$45.6 million that was its share of a gain realized by Kimberly-Clark ‘de Mexico, S.A.B. de C.V.
(“KCM”) from the sale of KCM's pulp and paper business in the fourth quarter of 2006. The remainder
of the increase was driven by continued double-digit profit growth for KCM's consumer business as

- well as lower currency transaction losses at KCM compared with 2005.

+  Minority owners’ share of subsidiaries’ net mcome increased $8.3 million pnmanly because of higher
earnings of compames in the developing and emergmg markets.

+ As a result of the Corporatlon s share repurchase program, the average number of common shares
outstanding declined, which benefited 2006 net income by $.11 per share.

[
2005 versus 2004 ‘
* Interest expense increased due to both a higher average level of debt and higher interest rates.

+ The Corporation’s effective income tax rate was 22.3 percent in 2005 compared with 22.0 percent in
2004. The most significant factors causing the i mcrease were the taxes on the dividends received under
the American Jobs Creation Act partially offset by the increased synthetic fuel credits.

* The Corporation’s share of net income of equity companies increased $11.8 million from 2004 primarily
due to higher earnings at KCM. KCM'’s results were driven by a nearly 16 percent increase in sales due
to volume growth in its consumer businesses and higher selling prices. However, its earnings growth
was tempered by currency losses. - ! .

24




PART I

. Liquidity and Capital Resources

. {(Continued)

"7 «. . Minority owners’ share of subsidiaries’ net-income incieased $12.6 mill
~ earnings of companies in the developing and emerging markets.

.+ As a result of the Corporation’s share répurchase_.prdgram, the, average
outstanding declined, which benefited 2005 net income by $.14 pér share.. -

on: primarily due to higher

number of common shares

]

Year Ended Decémber 31

e 2006 T 2008

) - (Millions of dollars)
Cash provided by operations . ..................... ... [P e oo 82,8795 $23118
Capital spending . .. ...... ST e ST e 9721 709.6
Acqunsmons of businesses, net of cash acquired . ...........o. SR PO o 996 17.4

Ratio of total debt and preferréd securities to capital O PP P
Pretax interest coverage—times .. ...t inc it

{a) Capital is total debt and preferred securities plus stockholders’ equity and minority owners’ interest in

_ Ca:s"h_F low t‘omrﬁeﬁmr};f

80 93

subsidiaries.
. F Y

Cash provided by operations increased $267.7 million, including a spécial dividend of $123 million from
KCM, and the balance of the increase was primarily-due to reduced investment in working capital. .

' " : ]

Comracrua! Obligations:

The following table presents the Corporatlon s total contractual obllganons fo
or determmable

b o

.4

Total 2007 2008 -

. . »  {Milions of doHars)

Conlraclual obhgallons . Y F N
Long-termdebt ......... e ..., 32813 $ 537 $27 $56 $33 8 5 $2,155
Interest payments on long-termdebt ........... 1207 129 121 (112 108 105 632

~ Operating leases ..............coooiiian... 451 84 71 61 49 41 145
. Uncondltlonal purchase ob]:gatlom P 1,657 489 375 |281 196 54 . 262
Open purcha%e orders ............... T 850 850 — |— = " — —
Total contractual obligations ........... IR e $6,978  $2,089 8594 " $510 '$386 $205 353,194
Obhganons Commentary .o : - e
*  Projected interest payments for variable-rate debt were calcu]ated based on the outstanding principa]
amounts and prcvallmg market rates as of December 31, 2006. ' ‘

' The unconditional purchase ob]nganons are for the purcha';e of .- raw matenals pnmarlly pulp and
utilities. Although the Corporation is primarily liable for payments on the above operating leases and
unconditional purchase obligations, based on historic operating performanlce and forecasted future cash
flows, management believes the Corporauon $ exposure to losses, Jf any,I under these arrangements is

not material.
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PARTII
(Continued)

* The open purchase orders displayed in the table represent amounts the Corporation anticipates will
become payable within the next year for goods and services it has negotiated for delivery.

The above table does not include future payments that the Corporation will make for other postretirement
benefit obligations. Those amounts are estimated using actuarial assumptions, including expected future service,
to project the future obligations. Based upon those projections, the Corporation anticipates making annual
payments for these obligations within a range from mo;re than $85 mitlion in 2007 to more than $95 million by
2016. ‘

r

Deferred taxes, minority interest and payments related to pension plans are also not included in the table.

A consolidated financing subsidiary has issued preferred securities that are in substance perpetual and are
callable by the subsidiary in' November 2008 and eacI'1 20-year anniversary thereafier. Management currently
anticipates that these securities will not be called in November 2008, the next call date, and therefore they are not
included in the above table. (See Item 8, Note 6 to the Consolidated Financial Statements for additional detail
regarding these securities.}

Investing Commentary:

*  During 2006, the Corporation’s capital spending of $972.1 million, which was equal to 5.8 percent of
net sales, was within the long-term targeted range of 5 percent to 6 percent of net sales. Management
believes that the capital spending target range lS appropnate,

* During the fourth quarter of 2006, the Corporation acquired the remaining 30 percent interest in its
Brazilian subsidiary, Kimberly-Clark Kenko Industrie ¢ Comercio Ltda. (See Item 8, Note 4 to the
Consolidated Financial Statements for additional detail.)

.
'

Financing Commentary:

= At December 31, 2006 total debt and prefcrred securities was $4.4 billion compared with $4.6 billion
- last year end.

*  During the fourth quarter of 2006, the Corporation issued $200 million of 5.263% dealer remarketable
securities that have a final maturity in 2016. These securities are classified as current portion of long-
term debt as the result of the remarketing provisions of these debt instruments, which require that each
year the securities either be remarketed by the'dealer or repaid by the Corporation. Proceeds from the
sale of the notes were used for general corporate purposes and for the reduction of existing
indebtedness, including portions of the Corporation’s outstanding commercial paper program.

_* At December 31, 2006, the Corporation had fixed-to-floating interest rate swap agreements relaled toa
$500 million 5.0% Note that matures on August 15, 2013,

* In October 2006, Moody's Investor Service downgraded the Corporation's long term credit rating from
Aa2 with a negative outlook to Aa3 with a stable outlook. Standard & Poor's maintained their AA-
rating and a stable outlook. The Corporation's commercial paper ratings are unchanged at P-1 and A-1+
by Moody's Investor Service and Standard & Poor's, respectively.

* At December 31, 2006 the Corporation had $1.5 billion of revolving credit facilities. These facilities,
unused at December 31, 2006, permit borrowmg at competitive interest rates and are available for
general corporate purposes, including backup for commercial paper borrowings. The Corporation pays
commitment fees on the unused portion but may cancel the facilities without penalty at any time prior to

" their expiration. These facilities expire in June 2010. The Corporation dnuc:pates that these facilities
will be renewed when they expire.
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« For the full year 2006, the Corporation repurchased approximately 12 million shares of its common
stock at a cost of approximately $750 million, including nearly 4.3 mllhoin shares repurchased during
the fourth quarter at a cost of approximately $286 million. The momhly detail of share repurchases for
the founh quarter of 2006 is lncluded in Part [I Item 5 of this Form 10- K.

Management believes that the Corporation’s ability 10 generate cash from operatlons and its capauty to
issue short-term and long-term debt are adequate to fund working’ Capl[al capltdl spendmg, payment of
dividends, repurchases of common stock and other needs in the foreseeable future. |

Variable Interest Entities

The Corporation has interests in - the f(')llowin'g‘ ﬁnaflcing and real ée:ta[e enmle% and synthet:c fuel
partnerships described in ltem 8, Note 14 to the Consolidated Financial Slalements ill of which are subject to the
requirements of Financial Accounting Standards Board Interpretation ‘No. 46 (Revised December 2003),
Consolrdanon of Variable Interest Entities—an [merpretauan of ARB 5r (“FIN 46R M.

. P

Financing Entities

" The Corporation holds a significant interest in two ﬁnancmg entities that 3 wer%. used to monetize long-term
notes received from the sale of certain nonstrategic timberlands and related assets to nonaffiliated buyers. These
transactions qualified for the instaliment method of accounting for i mcome tax purposes and met the criteria for
immediate profit recognition for financial reportmg purposes contained.in SFAS No. 66, Accounting for Sales of
Real Estate. These sales involved notes receivable with an aggrcgate face value of l$617 m11110n and a fair value
of approx1mately $593 million at the date of sale. The notes receivable are backed by irrevocable standby letters
of credlt issued by money center banks, which aggregated $6l7 mllllon at Dccember 31, 2006.

Because the Corporauon desired to monetize the $617 million of notes receivable and continue the deferral
of current income taxes on the gains ‘the Corporation transferred the notes | received’ froh)' the sales to
noncontrolled financing entities. The Corporation has minority voung interests in each of the ﬁnaﬁcing entities
(collectively, the “Financing Entities”). The transfers of the notes and certain other assets to the Financing
Entities were made at fair value, were accounted for as asset sales and resulted in no gain or loss. In conjunction
with the transfer of the notes and other assets, the Financing Entities became obligated for $617 million in third-
party debt ﬁnancmg A nonaffiliated financial institution has made substarltlve capital investments in each of the
Financing Entities, has ‘majority voting conlrol over them and has substantive risks and rewards of ownership of
the assets in the Financing Entities. The Corporatlon also contributed mtercompan)'r notes recewable aggregating
$662 million and intercompany preferred stock of 3350r mllhon to the Fmdm:'lng Entltles which serve as
secondary collateral for the third-party lending arrangements. In the unlikely event of default by both of the
money center banks that provided the irrevocable standby letters of credit, lhe Corporanon could expenence a
maxirmum loss of $617 million under these arrangemenls :

The Corporauon has not consolidated the Fmancmg Emmes because it is nol the pnmary beneﬁuary of
either entity~ Rather, it will continue to account for its ownership interests in these entities using the equity
method of accounting. The Corpdration retains equity interests in the Financing’ Entities for which the legal right
of offset exists against the intercompany notes. As a result, the intercompany notes payable have been offset
against the Corporation’s equity interests in the Financing Entities for financial réporting purposes '

See Item 8, Note 6 to the .Consolidated Financial Statements, for a des
Luxembourg-based financing subsidiary, which is. consolidated because the
beneficiary of the entity. S : Gt e

i
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Real Estate Entities

The Corporation participates in the U.S. affordable housing and historic renovation real estate markets.
Investments in these markets are encouraged by laws enacted by the United States Congress and related federal
income tax rules and regulations. Accordingly, these investments generate income tax credits and tax losses that
are used to reduce the Corporation’s income tax liabilities. The Corporation invested in these markets through
(i) partnership arrangements as a limited partner..(ii) limited liability companies as a nonmanaging member and
(iii} investments in various:funds in which the Corporation is one of many noncontrolling investors. These
entities borrow money from third parties generally on a nonrecourse basis and invest in and own various real
estate projects. :

-
'

Financial Accounting Standards- Board Interprétation No. 46, Consolidation of Variable Interest
Entities—an Interpretation of ARB 51, requires the Corporation to consolidate certain real estate entities because
it is the primary beneficiary of them. At December 31, 2006, the carrying amount of assets of these entities,
aggregating $4.9 million, serves as collateral for $3.7 mllhon of obligations of these ventures. The assets are
classified as property, plant and equipment on the ‘consolidated balance sheet. Neither the creditors nor the other
beneficial interest holders of these consolidated ventures have recourse to the general credit of the Corporation,

The Corporation accounts for its interests in its nonconsolidated real estate entities by the equity method of
accounting or by the effective yield method, as approprmte and has accounted for the related income tax credits
and other tax benefits as a reduction in its income tix provision. As of December 31, 2006, the Corporatlon had
net equity of $19.6 million in its nonconsolidated real estate entities. The Corporation has earned income tax
credits totaling approx1mately $97.7 million, $84.1 1Tlll|lOI‘l and $71.8 million through 2006, 2005 and 2004,
respectively. As of December 31, 2006, total permanent financing debt for the nonconsolidated entities was
$283.5 million. A total of $35.0 million of the permanent financing debt is guaranteed by the Corporation and the
remainder of this debt is not supported or guaranteed by the Corporation. Except for the guaranteed portion,
permanent financing debt is secured solely by the properties and is nonrecourse to the Corporation. From time to
time, temporary interim financing is guaranteed by the Corporation. In general, the Corporation’s interim
financing guarantees are eliminated at the time permanent financing is obtained. At December 31, 2006,
$49.3 million of temporary interim financing assoaated w1th these nonconsolidated real estate entities was
guaranteed by the Corporation. !

If the Corpomuon s- investments in its nonconsohdated réal estate entities were to be disposed of at their
carrying amounts, a portion of the tax credits may be recaptired and may result in a charge to earnings. As of
December 31, 2006, this recapture risk is estimated to be $36.6 million. The Corporation has no current intention
of disposing of these investments during the recapture perlod nor does it anticipate the need to do so in the
foreseeable future in order to satisfy any anticipated i1qu1d1ty need. Accordingly, the recapture risk is considered
to be remote. T

c e
)

At December 31, 2006, the Corporation’s maximum loss exposure for its nonconsolidated real estate entities
is estimated to be $140.5 million and. was comprised of its net equity in these entities of $19.6 million, its
permanent financing guarantées of $35.0 million, its ifterim financing guarantees of $49.3 million and the
income tax credit r_ecapture risk of $36.6 million. .

’

Critical Accounting Polncnes and Use of Estlmates

The preparation of financial statements in conformny with accounting principles generally accepted in the
U.S. requires management to- make estimates'and assumptions that affect the reported amounts of assets and
liabilities at the date of the financial statements and the reported amounts of net sales and expenses during the
reporting period. The critical accounting policies used by management in the preparation of the Corporation’s
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consolrdated*ﬁnancral statements ‘are those that are important both-to:the presentatlon of the Corporation’s

7ﬁnanc1al COI‘ldlthl] and results of operations and require 51gn1ﬁcant judgments by management with regard to
- -estimates used: The critical Jjudgments-by. management relate to consumer-and trade promotion and rebate .
_ accruals, pension benefits. and other postretirement benefits, retained insurable risks; 'useful lives for depreciation
- and amortization, future cash flows associated with impairment testing for goodwill and long-lived assets and for

determmmg the pnmary beneﬁcrary of vanable interest entities, deferred income taxes and potential-income tax

assessments; and loss contingencies. The. Corporatton s critical accountmg pol1c1es have beenireviewed with the’
“Audlt Committee of the-Board of Directors. ™ ..+~ s

- LI
eyl B -

4 . '_,r’ . e
P [ . ;
Promotton and Rebate Acc ruals . .

:
STy RS
w (R ,\\-,-— P

Among those factors affectmg the accruals for promotions are estlmates of the number. of consumer coupons
that- will be redeemed and the“type and number of activities within promonolnal progtl'ams between the
Corporanon -and its trade’ customers. Rebate accruals are -based on estimates of the quantity: of products
_ distributors have sold to spec1flc customers Generally, the estimates for consumer, coupon costs are based on
“ historical patterns of coupon redempttonr influenced by judgménts about current| market conditions.such as
-competitive activity in specific. prodpct:. categones Estimates of trade promotion. habrlltles for 'promotional
" program costs incurred, but unpard are generally based on estimates of the quantity of customer sales, timing of
_promotional -activities and forecasted costs’ for activities within the promotional programs. Settlement of these

l1ab1lmes sometimes occurs :in perlods« subsequent to the date of the-promotion activity., Trade_promotion. .

programs includé introductory marketmg funds such as slotting fees, cooperative marketing.programs, temporary

price reductions, favorable..end- of—alsle or. in-store . product displays and . other - -activities conducted by .the =

customers to'promote the Corporanon & products. Promotion accruals as of December 31, 2006-and.2005 were
,-$296.8 :million and $235:3. million, respectwely Rebate accruals as of December 31, 2006 and 2005 were
$2]4 5 mllhon and $160.2 million, respectively. . : o \ . i :
*_;.. v‘ S
Penston and Ot‘her Postrenrement Benef its ¢

r . -nﬁ",f-! !

PenszonBene[tts _ : O R

- |’|l

The Corporation and its subsidiaries in North ‘América and the’ Umted ngdom have ‘défined benefit
pens1on ‘plans (the “Principal Plans”)” andfor defined’ contribution retirement plans covering substantially all
regular employees Certain other subsrdlarles have defined benefit pension plans or, in, cértain’ countries,
‘termination pay plans covering substantlally all regular employees The’ funding. policy for the qualified defined
benéfit plans in North Amenca and the defined benefit plans'in the United ngdom is to’ contnbute assets to the
highér of the accumulated benéfit obllgatton (“ABO”) or regulatory rmmrnum requtrements Subject to
regulatory requrrements and tax deductibility limits, any funding shortfall wrll be ¢liminated: over'a reasonable
number,of year‘;

~-.r_.“ - » o e . . . Lo ..

"Nonqualiﬁed US. plans providing pension benefits in excess of limitations imposed by the U:S. income tax

.- code afe not funded.” Funding" for the remammg ‘defined benefit plans outside the U.S. is based on- legal

requtrements tax constderattons investment opportumttes, and customary busmess practlces in such countnes

] . t'. ,;,- . T A T (R

Consolidated pension expense for deﬁned beneﬁt pens1on plans was $166 9 million in 2006 compared with

$156.8 million for 2005. Pension expense. 1ncluded incremental costs of about $11 million and $2 million in 2006°

“and 2005, respecttvely, for spec1al pens1on beneﬁts.related 1o the strategic'cost red
calcutated based -upon. a*number of actuanal assumpttons ‘applied to each of ‘the

uctions. Pension expense is
defined benefit plans. The

- wetghted average expected long-term rate ‘of retirn on pension fund assets ased to calculate pension expense was
8.28 percent in 2006 compared with 8. 29 percent’ in 2005 ‘and w1ll be 8 27 percent in 2007. The expected

- \;‘ .
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long-term rate of return on pension fund assets was detérmined based on several factors, including input from the
Corporation’s penston investment consultants and projécted long-term returns of broad-equity and bond -iridicps.
The U.S. plan’s historical 15-year and 20-year compounded annual returns 6f 9.9 percent and 10.9 percent,
respectively, which have been in excess of these broad équity and bond benchmark indices, were also considered. ‘
On average, the investment managers for each of the; plans comprising the Principal Plans are anticipated to
generate annua! long-term rates of return of at least 8:5 percent. The expected long-term rate of return-on the
assets in the Principal Plans,is based on an asset allocanon assumption of about 70 percent with equity managers,
with expected long-term rates of return of appr0x1matcly 10 percent, and about 30 percent with fixed income
managers, with an expected long-term rate of return of about 6 percent. Actual asset allocation is regularly
reviewed and it is periodically rebalanced to the. targeled allocation when considered appropriate. Also, when
deemed appropriate, hedging strategies are executed ‘using index options and futures to limit the downside
exposure of certain investments by trading off upside potential above an acceptable level. This hedging strategy
was last executed for 2003. No hedging instruments aré currently in place: Long-term rate of return assumptions
continue 1o be evaluated at least annually and are adjustéad as necessary. -

1
+

Pension expense is determined using the fair value of assets.rather than a calculated value that -averages
* gains and losses (“Calculated Value”) over a period of years. Investment gains or losses represent the difference
between the expected return calculated using the fair value of assets and the actual return based on the fair value
of assets. The variance between actual and expected gains and losses 'on pension assets are recognized in pension
* expense more’ rapidly than they would be if a Calculated Value was used for plan assets. As of
December 31, 2006, the Principal Plans had cumulative unrecognized investment losses and other actuarial losses
of approximately $1.4 billion. These unrecognized net losses may increase future pension expense if not offset by
(i) actual investment returns that exceed the assumed ir:westment returns, or (ii) other factors, including reduced
pension liabilities arising from higher discount rates used to calculate. pension obligations, or (iii) other actuarial
gains, including whether such accumulated actuarial ;losses at each measurement date exceed the “corridor”
determined under SFAS No: 87, Employers’ Accfmntingf Jor Pensions.

The discount (or settlement) rate used to determme the present value of the Corporauon s future U S.
pension obligations at December 31, 2006 was based on a yield curve constructed from a portfolio of high quality
corporate debt securities with maturities ranging from|1 year to 30 years. Each year’s expected future benefit
payments were discounted to their present value at the appropriate yield curve rate thereby generating the overall
discount rate for U.S. pension obligations. For the non- U S. Pnnc1pal Plans, discount rates are established using
the long-term local government bond rates increased by the interest rate spread between the U.S. discount rate
and long-term U.S. government bond rates subject to consmency with the prevailing range of discount rates used
by other companies in those jurisdictions. The welghted average dlscount rate for the Principal Plans increased to
5.71 percent at December 31, 2006 from 5.54 percent anecember 3l 2005.

Consolidated pension expense is estimated to approximate $116 million in 2007. This estimate reflects the
effect of the actuarial losses and is based on an expected weighted-average long-term rate of return on assets in
the Principal Plans of 8.5 percent, a weighted-average ldlscount rate for the Principal Plans of 5.71 percent and
various other assumptions. Pension expense beyond 2007 will depend on future investment performance, the
Corporation’s contributions'to the pension trusts, changes in dlscount rates and various other factors related to
the covered employees in the plans.

1
!

If the expeéted long-term rate of return on assets for the Principal Plans was lowered by 0.25 percent, our
annual pension expense would increase by approximatély $10 million. If the discount rate assumptions.for these
same plans were reduced by 0.25 percent, annual pension expense would increase by apprommately $16 million
and the December 31, 2006 pension liability would mcréase by about $193 million.
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. The fair value of the assets in the Corporation’s defined benefit'plans was $4.6 billion and $4.1 billion at
December 31, 2006 and December 31, 2005, respectively. The projected benefit ob]iga'ti(ms of the defined benefit
planq exceeded the fair value of plan assets by approximately $1.1 billion dnd $1.4 billion at December 31, 2006
Aand December 31, 2005, respectively. On a consolldated basis, the Corporauon contributed about $132 million to
pension trusts in 2006 compared with $117 million in 2005. In addition, the Corporanon made direct benefit
payments of $12.8 million in 2006 compared to $11.9 million in 2005. While the Corporation is not required to

“make a contribution in 2007 to the U.S. plan the benefit of a contribution will be evalualed The Corporation

urremly amlelpales eomnbutmg dbOU[ $94 miilion to its pension plans outside the U.S. in 2007,

The discount rale used for each country’s pension obllgduon is snmllar to the |dlseount rate used for that
_country’s other postretirement obhgatlon The discount rates dlsplayed for the two lypes of obligations for the
Corporauon s consolidated operatlons may appear different due to the weighting used in the calculauon of the
two weighted-average discount rates.

v

Other Postreriremem Benefits -

-Substantially all North, Amencan retlrees and employees are covered by unfunded health care and life
insurance benefit plans. Certain.benefits are based on years of service and/or age a renremenl The plans are
principally, noncontributory for employees who were eligible to retire before 1993 Jand comrlbutory for most
employees who retire after 1992 except that the Corporauon pr0v1des no submdlzed benefits 10.most employees
hired after 2003. These plans are not funded until the year in which payments are made for benefit claims.

The Corporation’s contributions 1o the plans and direct benefit payments were $69.2 million in 2006 _

compared with $66.5 million in 2005. The determination of the discount rates used to calculate the benefit
obligations of the plans are discussed in the pension benefit section above. If the discount rate assumptions for
these plans were reduced by 0.25 percent, our annual other postretirement benefit c':xpense would increase by
approxlmate]y $1 million and the December 31, 2006 benefit liability would increase by about 519 million.

Prior to 2004, certain U.S. plans limited the Corpordtion’s cost of future annual per capita retiree medical
benefits to no more than 200 percent of the 1992 annual per capita cost. These plans|reached this limitation (the

“Cap™) and were amended during 2003. Among other things, the amendments index the Cap by 3 percent annually
_beginning in 2005 for certain employees retiring on or before April 1, 2004 and limit the Corporation’s future cost « .

. for retiree health care benefits to a defined fixed per capita cost for cert.un employees reunng after April 1, 2004.

» The health care cost trend rate is based on a- combmanon of inputs including the Corporanon s recent claims
history and insights from external advisers regarding recent dévetopments in the health care marketplace, as well
" as projections of future trends in the marketplace. The annual increase in the consolidated weighted-average
health care cost trend rate is expected 1o be 9.34 percent in 2007, 8.36 percent in 2008|and to gradually decline to
5.17 percent in 2019 and thereafter. See Item 8, Note 8 to the Consolidated Financial Statements for disclosure of
the effect of a one percentage point change in the health care cost trend rate.

Retained Insurable Risks

_ Selected insufable risks are retained, primarily those related to property damage, workers' compensation,

and product, automobile and premises liability based upon historical loss patterns and management’s judgment of
cost effective risk retention. Accrued liabilities for incurred but not reported events, principally related to
workers’ compensation and automobile liability, are based upon loss development factors provided to the
Corporation by external insurance brokers and are not discounted.”
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Property and Depreciation i

Estimating the useful lives of prbpeny, plant and equipment requires the exefcise of management judgment'
and actual lives may differ from these estimates. Changes to these initial useful life estimates are made when
appropriate. Property, plant and ‘equipment are tested for 1mpa1rment in accordance with SFAS No. 144,
Accounting for the Impairment or Disposal of Long- -Lived Assefs, whenever events or changes in circumstances
indicate that the carrying amounts of such long-lived fissets may not be recoverable from future net pretax cash
flows. Impairment testing requires significant management Judgment including estimating ‘the future success of
product lines, future sales volumes, growth rates for selling prices and costs, alternative uses for the assets and
" estimated proceeds from disposal of the assets. Impairment testing is conducted at the lowest level whete cash
flows can be measured and are independent of cash flows of other assets.’An asset impairment would be
indicated if the sum of the expected future net pretax cash flows from the use of the asset (undiscounted and
without interest charges) is less than'the carrying amount of the asset. An impairment loss would be measured
based on the difference between the fair value of the;asset and its carrying amount. The determination’ ‘of fair
,.value is based on an expected present value technique:in which multiple cash flow scenarios that reflect a range

of possible outcomes and a risk free rate of interest are:used to estimate fair value.

’ .
The estimates and assumpnons used in the impairment analyms aré consistent with the business plans,

including the Strategic Cost Reduction Plan, and estimates used to manage business operations and to make
acquisition and- divestiture décisions. The use of different assumptions would increase or decrease the estimated
fair value of the asset and the impairment charge. Actual outcomes may differ from the estimates. For example, if
the Corporatlon products fail to achieve volume and! pricing estimates or if market conditions change or other
significant estimates are not realized, then revenue and cost forecasts may not be achieved, and additional
. 1mpa1rment chargcs may be recognized. '
{
I
l

. Goodwill and Other Intan gible Assets

The carrying amount of goodwill is tested annually as of the beginning of the fourth quarter and whenever
events or circuimstances indicate that .impairment may have occurred. Impairment testing is performed in

accordance with SFAS No. 142, Goodwill and Other Intangibie Assets. Impairment testing is.conducted at the

operating segment level of the Corporation’s businesses and is based on a discounted cash flow approach to
determine the fair value of each operating segment. The determination of fair value requires significant

-, management judgment including estimating future sales volumes, selling prices and costs, changes in working

capital, investments in property and equipment and the selection of an appropriate discount rate. Sensitivities of

these fair value estimates to changes in assumptions for sales volumes, selling prices and costs are also tested, If |

the carrying amount of an operating segment that cor'}tains goodwill exceeds fair value, a possible impairment
would be indicated. If a possible impairment is indicated, the implied fair value of goodwill would be estimated
by comparing the carrying amount of the net assets of the unit excluding goodwill to the total fair value of the
unit. If the carrying amount of goodwill exceeds its implied fair value, an impairment charge would be recorded.
Judgment is used in-assessing whether goodwill shoulc:i be tested more frequently for impairment than annually.
Factors such as unexpected adverse economic conditions, competition, product changes and other external events
may require more frequent assessments. The Corpération’s annual goodwill impairment testing has been
completed and it has been determined that its $2.9 billibn of goodwili is not impaired.

The Corporatlon has no intangible assets wnh indefinite useful lives. At December 31, 2006, the
Corporatlon has other mtang1ble assets with a gross carrymg amount of approxlmate]y $289 million and a net
carrying amount of about $133 million. These intangibles are being amortized over thf;lr estimated useful lives
and are tested for impairment whenever events or circumstances indicate that impairment may have occurred. If
the carrying amount of an'intangible asset exceeds it§ fair value based on estimated future undiscounted cash
flows, an impairment loss would be indicated. The amount of the impairment loss to be recorded would be based

- 1 -
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on the excess of the carrying amount of the intangible asset over its discounted fululre cash flows; Judgment is
used in assessing, whether the carrying amount of intangible assets is not expected tp be recovcrab]e over.their
esumaled remaining useful Ilve% The factor‘; considered are similar to those outlined in the goodw:ll 1mpa1m1em
dmcuqslon above

4

N [

s, Prrmary Benefcaarv Determmanon of Vanabie lmereﬂ Entities (“VIE”) . ‘ o

The determination of the pnmary beneﬁcmry of vandble interest éntities under FIN 46R requires esumanng
the probable future cash flows of each VIE using a computer 51mulat|0n model and de|lerm1mng the variability of
such cash flows and their present values. Estimating the probable future.cash ﬂows of each VIE requires the

exercise of significant management judgment. The resulting present values are then aliocated to the various.
participants in each VIE in accordance with their beneficial- interests. The’ pamCIpam that-is allocated the

majority of the present value of the varlablllty is the pnmary beneﬁmary and 1s requlred to consolldate the VIE
_under FIN 46R. : .

.o RPN ',r‘-,‘ LT

U A L. Tt
. -.: - ) B - R CP . o L 4

4, N . . -

: Deferred Income Taxes and Potential Assessments S ¥

i

As of December 31, 2006, the Corporation has recorded deferred tax' assets rrelated to income tax-loss
carryforwards, income tax credit-carryforwards and capital loss carryforwards totaling $742.1 million and ‘has
established. valuation .allowancés against these deferred .tax assets of $333.0 million, thereby resulting in a net
_ deferred tax asset of $409.1 million. As of December 31, 2005, the net deferred lm‘( asset was $315.4 million,
" Income tax loss and capital loss carryfnrwards and tax credit carryforwards are in n(')n U.S. taxing Junsdlctlons
and in certain states in the U.S. Foreign tax credits earned in the U.S. in current and pnor years, which cannot be
used currently, also give rise to net deferred tax assets. In determmmg the va]uduon allowances to establish
against these deferred tax assets, the Corporation considers' ‘many factors, mcludmg the specnﬁc taxing
Junqdlcnon the chrryforward period; income tax strategies and forecasted earmngs for_ the enlmes ‘in each
jurisdiction. A valuation*allowance is recognwed if, basecl on the weight of availablé evidence, the Corporation
concludes that 1t 1s more llke]y than not that some pomon or all of the deferred tax asset wnll not be realized.

' ‘
K b . o t

As of December' 31,.2006, United States income taxes and-foreign withho]ding taxes have not beén provided
on approximately $4.4 billion of unremitted earnings of subsidiaries operating out‘;'lde the U.S: .in. accordance
with Accoummg Prmcnples Board (“APB") Opinion No. 23, Accoummg SJor:Income Tare\ ‘Special Areas. These
earnings are considered by management to be invested indefinitely. However, they \IJvouId be subject to income
tax if lhey were remitted: as dividends, were Ient to the Corporatlon oraUS. afﬁ]:.ue or if the.Corporation were
to sell, ns stock in the subs:dlarles It is not prdcucable to determme the amount of unrecogmzed defcrred U S.

income tax Ildbllll}’ on these unremitted earnings. We penodlca]ly determine whether our, non- U S. submd:anes '

-will invest their undlsmbuted earnings mdeﬁmtely and reassess this determmanon las appropnate ‘See’ Item 8,
Note 15 o the Consolldated Financial Statements for disclosure of prevmusly unremmed eammgs that were
repatriated in 2005 under the provisions of the American Jobs Creation Act. L oo
.. - The Corporation accrues llabllmes for .current income taxes for potenlla] assessments which at

December 31, 2006 and 2005 aggregated to $237.2 million and $268.8 million, respecllvely The accruals relate to

uncertain tax _positions in a variety of taxing jurisdictions and are based on what mdnzigement believes will be the

ulnmdle resolution of these positions, These liabilities may be affected by changmg 1nl;1€rpretatmnq of laws, rulings
by tax authontleq .or the expiration of the statute of limitations. The Corporation’s . S federal incomg tax retumns
have been audited through 2003. IRS assessments of additional taxés have been p.ud through 1998. Refund actions
are pending with the IRS Examination Division or Appealb Office for the year‘; 1993 (through 1998. Management

currently believes' that the.ultimate resolution of*these matters; individually or in the aggregate, will not have 2

materiat effect on the Corpomtlon s business, financial condition, results of operations ¢ or liguidity.:
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PART I
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Loss Contingencies

The outcome of loss contingencies and legal proceedings and claims brought against the Corporation is
subject to uncertainty. SFAS No. 5, Accounting for Corlllingencfes, requires that an estimated loss contingency be
accrued by a charge to earnings if it is probable that an asset has been impaired or a liability has been incurred
and the amount can be reasonably estimated. Disclosure of the contingency is required if there is at least a
reasonable possibility that a loss has been incurred. Determination of whether to accrue a loss requires evaluation
of the probability of an unfavorable outcome and the ability to make a reasonable estimate. Changes in these
estimates could affect the timing and amount of accrual of loss contingencies.

. 1

Legal Matters
Environmental Matters

The Corporation has been named a potentially responsible party under the provisions of the federal
Comprehensive Environmental Response, Compensation and Liability Act, or analogous state statutes, at a number
of waste disposal sites, none of which, individually or in the aggregate, in management's opinion, is likely to have a
material adverse effect on the Corporation’s business, finiancial condition, results of operations or liquidity.

New Accounting Standards

See Item &, Note | to the Consolidated Financial Statements for a description of new accountmg standards
and their anucnpated effects on the Corporation’s financial statements

Business Qutlook

The Corporation has continued to execute its Global Business Plan to sustain performa‘nce and - drive
shareholder value over the long term. The Corporation expects to continue to execute the plan in 2007, with
emphasis on its targeted growth initiatives. The Carporation also expects to continue to reinvest cost savings to
support innovation, improve brand equity and advance its. capabilities, particularly in the areas of customer
development and strategic marketing. Finally, the Corporation intends to remain focused on improving return on
invested capital, increasing cash flow and deploying its cash in shareholder-friendly ways.

1

Forward-Looking Statements
i

Certain matters discussed in this Form 10-K or related documents, a portion of which are incorporated
herein by reference, concerning, among other things, the business outlook, including new product introductions,
cost savings, anticipated costs and benefits related to the Competitive Improvement Initiatives, anticipated
financial and operating results, strategies, contmgcncncs and contemplated transactions of the Corporation,
constitute forward-looking statements within the meamng of the Private Securities ngatlon Reform Act of 1995
and are based upon management’s expectations and bellefs concerning future events impacting the Corporation.
There can be no assurance that these events will occur or that the Corporation’s results will be as estimated. '

The assumptions used as a basis for the forward-]ooking statemeénts include many estimates that, among other
things, depend on the achievement of future cost savings and projected volume increases. In addition, many factors
outside the control of the Corporation, including the prices and availability of the Corporation’s raw materials,
potential competitive pressures on ‘selling prices or advertising and promotion expenses for the Corporation’s
products, energy costs, and fluctuations in foreign currency exchange rates, as well as general economic condmons
in the markets in which the Corporation does business, could impact the realization of such estimates.

|
The factors described under Item 1A, “Risk Factors” in this Form 10-K, or in our other Securities and
Exchange Commission filings, among others, could cause the Corporation’s future results to differ from those
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expressed in any forward-looking statements made by, or on behalf of, the'Corporation' Other factors not presently .

known to us or that we presently consrder immaterial could also affect our busmess operations and ﬁnanci_al resulrs!

. ' .
" . e et el ,r'-.c . ..,;',‘

ITEM 7A. QUANTITATIVE AND QUALITAT[VE DISCLOSURES ABOUT 'MARKET RISK

,'u

As a multmattonal enterprtse the Corporatton is exposed to risks such Aas’ changes in forergn currency

exchange rates, interest rates and commodity prices. A variety of practices are employed to manage these risks, i

mcludtng operating and financing activities and, where ‘deemed appropriate, the use of derlvatlve instruments.
Derivative instruments are used only for risk management purposes and not for speculatton or trading.. All

foreign currency derivative instruments are either .exchange traded or are entered 1nto wrth ‘major financial *
institutions. The Corporatlon 5 credrt exposure under these arrangements is hmlted to agreements with a posutve '
fair value at the reporttng date. Credtt risk with respect o the counterparties is con51dered minimal i in v1ew of the .

ﬁnanc1al strength of the’ counterparttes - . ~"' .

Presented below is a description of the Corporatton § most srgmﬁcant risks (foreign currency rtsk 1nterest
" rate risk and commeodity price risk) together with a sensitivity analysis, performed annually, of- each of these risks

based on selected changes in market rates and prices. These analyses reflect management $ v1ew of changes;

which’ are reasonably possible to OCCUr over a one- year penod

i m

L L . e .I
Foreign Currency Risk

-
T LA SO

Foreign currency risk is managed by ‘the” systematic use-of foreign “currency

forward, option-and swap

contracts. The use.of these instruments' allows management of transactional- exposure 10" exchange Ttate

fluctuations because the gains or losses incurred on' the derivative instrurnents will
losses or gains on the underlying. foreign currency exposure. Management does
srgmﬁcant change in its foreign currency risk exposures or'in the’ strategtes itremp

¢
offset in- whole orin part,
not” foresee or expect any

oys to manage them 1n the”

near future. vt ST : Vot -
- . 1 .
Foreign currency contracts and transactional exposures are sensitive to changes in. foreign currency
exchange rates. An annual test is performed to quantify the effects that- possible changes in foreign. currency
exchange rates would have on annual’ ‘operating profit based on.the foreign currency contracts and transactional

" exposures of the Corporatton and its foreign affiliatés at the current year-end. The balance sheet effect is

calculated by multiplying each affiliate’s net monetary asset.or liability position by: a 10 percent change in.the
foreign currency exchange rate versus the U.S. dollar. The results of these sensitivity tests are presented in the
following paragraphs - : o .o g

-
3

I e - "‘ L ~;

As of Decetnber 31 2006 a 10 percent unfavorable change in the exchange rate of the U.S. dollar against

the prevailing market rates of foreign currencies involving -balance sheet transacttonal exposures would have’
resulted in a net pretax loss of approximately $30 million, These hypothettcal losses on transactional exposures -

!
are based on the difference . between _the December 31, 2006. rates and the assumed rates., In the view, of
management, the above hypotheucal losses resulttng from these assumed changes in foreign currency exchange
rates are not material to the Corporation’s consolidated ﬁnanctal position, results of operattons or, cash flows. .+

. The translation of the balance sheets of non _US. operattons from local currencres mto U S. dollars is also
sensitive to changes in foreign currency exchange rates. Consequently, an annual test is performed to determine

if changes in currency exchange rates would have a significant effect ‘on the translatlton ‘of the balance sheets of |
non-U.S. operations into U.S. dollars These translation gains or losses. are recorded as unrealized translatton -

adjustments (“UTA”) w1th1n stockholders’ equity. “The hypothetical i increase in UTA is calculated by multlplymg
the net assets of these non-U.S. operations by a 10 percent change in the currency "exchange rates. The results of
this sensmvuy test are presented in the following paragraph . T
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i
As of December 31,'2006, a 10 percent unfavorable change in the exchange rate of the U.S. dollar against
the. prevailing market rates of the. Corporation's foreign currency translation exposures would have reduced -
stockholders’ equity by approximately $541 million. These hypothetical adjustments in UTA are based on the
difference between the December 31, 2006 exchange rates and the assumed rates. In the view of management,
the above UTA adjustments resulting from these assumed changes in foreign currency exchange rates are not

material to the Corporation’s consolidated financial position.
§

Interest Rate Risk . ) 1

\

Interest rate risk is managed through the mamtenance of a portfolio “of variable-and fixéd-rate debt
composed of short- and long-term instruments. The objectlve is to maintain a cost-effective mix that management
deems appropriate.” At December 31, 2006, the debt! portfolio was composed of approximately 43 percent
variable-rate debt and 57 pércem fixed-rate debt. The" strategy employed 10 manage exposure to interest rate
fluctuations consists primarily of a mix of fixed and floating rate debt and is designed to balance the
Corporation’s cost of ﬁnanqing with its interest rate riskir.

Two separate tests are pérforrhed to determine whether changes in interest rates would have a significant
effect on the Corporation's financial position or future resu]ts of operations. Both tests are based on consolidated
debt levels at the time of the test. The first test estlmates the effect of interest rate changes on fixed-rate debt.
Interest rate changes would result in gains or losses m the market value of fixed-rate debt due to differences
between the current market. interest rates and the rates governing these instruments, With respect to fixed-rate
debt outstanding at December 31, 2006, a 10 percent \decrease in interest rates would have increased the fair
value of fixed-rate debt by about $84 million. The second test estimates the potential effect on future pretax
income that would result from-increased interest rates applied to the Corporation's current level of variable-rate
debt. With respect to commercial paper and other variable-rate debt, a 10 percent increase in interest rates would
not have had a material effect on the future results of opprafions or cash flows.

' {

Commodrty Pnce Risk | {

The Corporation is subject to commodity price nsk the most. significant -of which relates to the price of
pulp: Selling prices of tissue products are influenced, m part, by the market price for pulp, which is determined
by industry supply and demand. On a worldwide basis, the Corporation supplies approximately 10 percent of its
virgin fiber needs from internal pulp manufacturing operations. As previously discussed under. Item 1A, “Risk
Factors,” increases in pulp prices could adversely afféct earnings if selling prices are not adjusted or if such
adjustments mgmfwantly trall the increases in pulp prices. Derivative instruments have not been used to manage

these risks. o , J}

1

The Corporation's energy, manufacturing and trarllsportation costs are affected by various market factors
including the availability -of supplies of particular forms' of ‘energy, energy prices and local and national
regulatory decisions, As previously discussed under Item 1A, “Risk Factors,” there can be no assurance that the
Corporation will be fully protected against substantial changes in the price or availability of energy sources. In
addition, the Corporation is subject to price risk for utilities, primarily natural gas, which are used in its
manufacturing operations. Derivative instruments are used to hedge a substanua] portion of natural gas I'lSk in
accordance with the Corporanon s risk management policy.

Management does not believe that these risks are matenal to the Corporatlon s buqmev.s or its consolidated
financial posmon results of operations or cash flows.
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PARTII
(Conti nued)

K

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

- ———

. KIMBERLY CLARK CORPORATION AND SUBSIDIARIES
CoTee CONSOLIDATED INCOME STATEMENT
T _ Year Ended December 31 -
T 2006 2005 <2004
. " | (Millions of dollars, except”
P S . . : ’ per share amounts)
NetSales ................ e PR e e T $16,746.9 $15,902:6 * $15,083.2
; Cost of products sold .. ... e e 11,664.8 10,8274 10, 014.7
Gross Profit ............... L ST 50821 '5,0752. 7 5,068.5
Marketing, research and general expenses ............. e 2 948.3 12,7374 25109
Other (income) and expense, net ... .. . SRR e |32 3 272 .0 512
Operating Profit <. .. . . .. DU PO S 2 101 5. 23106, 25064
Nonecperating expense .. ................. S (65 5) = (179.0) - (158.4)
Interest income ....... P e e : l29_2 275 » 179
-. Interest eXpense .......... R, A (220.3) (190.2) (162.5)
Income Before Incorhe Taxes, Equity Interests, Discontinued A
Operatlons and Cumulative Effect of Accountmg Change e 1,844, 9 1,968.9 2,203.4
Provision for income taxes .. ........ ol et FRETENEAR (469 2) ..7(438.4) (483.9)
Share of net income of equity compar}les B e R 218.6 136 6. 12438
- Minority owners* share of subsidiaries’ net income-........... e .- (94.8) (86 5). (73.9)
Income From Contmumg Operatmns e S e . 1,&99.5 “1,580.6 - 1,7704
Income from dlSCOﬂtln‘lled operations, net of income CAXES et — L T 7208
Income Before Cumulatwe Effect of Accounting Change R e 1,&99.'5 1,580.6 g "1,800.2
Cumulatlve effect of accoummg change, net of i income taxes ......... — (12 3) 5 —
Net Incomef ............ e e U $ 1, 499.5 .S .1 568 3 $ 1,800.2°
Per Share Basns_ B o — e e
., Basic ' o . CLa
. Continuing operatlons R RREREEE Lol 8 (327 08, 333 58 358
Discontinued operatjons.-. . ., . .. O [ et .06
Cumulative effect of accounlmg change ......... ...t — i (03).; .. i
Net income ......... I P SR ‘ LA $-' 1327 $- 1330 $c 13.64
Commumg operatlons ........................ NS $ 1325 $§ 331.% . 355
Discontinued OPErations ... . .......tiiee i i e aoe = . 06
AV Cumulatlve effect of accounting change ........ e e T *(.03)' Vi —
Netincome . :.....ovovvneinnenn. ST A $°|325 $-- 328 $ 7361
. R
~ See Notes to Consoli&ated Financial Statements.
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PART 11

!

{(Continued)
KIMBERLY CLARK CORPORATION AND SUBSIDIARIES
i CONSOLII)ATED BALANCE SHEET
December 31
2006 2005
I (Millions of dollars)
. ASSETS - o
Current Assets S .
Cashand cashequivalents .. ..o............... .l oo oo weereao. $ 3608 § 3640
.Accountsreceivable, net . . ................ R A 2,336.7 2,101.9
TAVentores . . .o e t ......................... 2,004.5 1,752.1
Deferred income taxes . ... ..... ... . ... oo, e 219.2 C 2234
Timedeposits ................... . ... S P 264.5 2123
Other current assets ... . ........ L . 840 1294
Total Current Assets .................... ! ......................... 5,269.7 4,783.1
Property, Plant and Equipment, net ............... ' .................... e 7,684.8 7,494.7
Investments in Equity Companies .. .. ... . ... ... 0 ... e 2y 457.8
GOOdWHll ... ... R 2,860.5  2,685.6
Other Assets ............: S S S P 859.1 882.0
) ‘ $17,067.0 $16,303.2
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current Liabilities . P ' :
Debt payable within one year ............ S L. T $ 11,3264 $ 1,2225
Trade accounts payable .. . .. P R e 1,205.6 , 11,0555
Otherpayables . ........ ... o i, ‘ .. 3252 208.8
Accrued expenses .. .. : e e e e e e e 1 6038 1,399.6
Accrued income taxes ................ e , ....... e oo 3308 457.9
Dividends payable . .. .. DU b e 2240 2086
Total Current Liabilities ................. l ......................... 50158 | 46429
Long-TermDebt ............................... e e 2,276.0 2,594.7
Noncurrent Employee Benefit and Other Obligations l ......................... 2,070.7 1,782.6
Deferred Income Taxes . ...............oiiiuiiiiihoiiiiiiii i, 3911 572.9
Minority Owners’ Interests in Subsidiaries ......... ‘ e ‘422.6 394.5
Preferred Securities of Subsidiary ... ......... ... O .. 793.4 757.4
Stockholders’ Equity ' ' ' :
Preferred stock—no par value—authorized 20.0 mlllion shares none issued . ..... — —
Common stock—$1.25 par vatue—authorizéd 1.2 bllllon shares; issued
478.6 million and 568.6 million shares at December 31, 2006 and 2005 ........ 5983 - 7108
Additional paid-in caplta] ..................... ' ......................... 427.6 324.6
Common stock held in tréasury, at cost—23.0 million and 107.1 million shares at : :
December 31,2006 and 2005 ................ L (1,391.9) (6,376.1)
Accumiilated other comprehensive income (loss) e (1,432.2) (1,669.4)
Retained eamnings ..... L ; ......................... . 71,8956 125814
. Unearned compensation on restricted stock ....... e — (13.1}
Total Stockholders’ Equity ............... 7. e 6,0974 55582
- ' | $17,067.0 $16,303.2
! .
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i PART Il RS ‘
{Continued) - - :
Co KIMBERLY- CLARK CORPORATION AND SUBSIDIARIES |
' \ CONSOLIDATED STATEMENT or STOCKHOLDERS’ EQUITY ,
e e ‘Unearned Accumulated
N - : . Som;;l ;:ln :togk Additional” Treasur Sfock Compensatlon . Other .
‘ 2 IsSueC . pajdiin  —reasuTy BTOCK 4n Restricted Retained Comprehenswe Comprehenslve :
7o B Shares ‘Amount Capital Shares: Amount - Stock _* Earnings Income (Loss) . Income ©
‘ _ (Dollars in millions, shares in thousands) Polre s @
~ Balance at December 31,2003 ... 568597 $ 7108  $4069 67,008 SB818.1) . 5{27 17810892 S(1.5654). .. <.
'yt Netincome ...l - = — — = = 8002 g T 818002
C Olher comprehensive income: . . ! .-"—‘ L \ oo -
; ‘Unrealized translation ... 0. — — — — — — R "~ 4158 - 4158 b .
e Mm]mum pensnon l|ab1]1ty ..... — — — — — _ - — (47.8) . (47.8) -
_; s Other ..o — — — — = — - A 2) 4.2
- Total COmpTChCIIEIVCWII’ICOmE I ! $2 164.0
T Optlons cxerr:lsed ancl other awards . . — — (88.9) (6,239) 3789 — — “'— T S
Option'and restricted share income tax . _ : ) M
Cbenffits ...t RS — 30.9 — R — A — — |
- Sharés repurchascd ................ — — — . 25061 (1,617.3) — -— LR S R .
. Net issuance ofreqmcted stock, qus : o ] P
’ amomzauon ................... — — (.3) (]3§) 9.0 4.8 — —_ . :
“7. JrDividends declared .. ... ... ..., — — — — - — (791 )] — :
U ‘:-' A Spin- off of Neenah Paper e, .....% - — — — — — .= (202 5). W (249 g
Balance at December 31, 2004 ... 568,597 TI08  348.6 - 85,694 (5047.5)  (22.3) 1[.865.9 S 11,2260). e L .
Netincome...................... — — = — = — 1,568.3 — $1,568. 3 ~E,
Other comprehensive income: o A ‘. B
Unrealized ermlatlon .......... — — — — = —_ Jf S (412.6} (412 6y r ) C e
i . Minimum pensmn Imbllny ..... — — — — L — — (58.6). (58.6) - .
- COMREr e — = — — — — — 278y 218
. Tota] comprehenswe income ......0I. . L$1,1249 ) -
‘ ,__ -t . T . o ~
¥ OPIIOI'N exercmed .J.nd other awards .. —_— — (39.2) (3,040) 1819 — — N — 1
-2 ,Option and restricted share income tax e - ‘ } .
S beneﬁls....‘................,..,I — — 15.1 — — —_ e i —
M ﬂShares repurchased ............... — — — 24463 (15112 —.. — i = .
" Net issuincé of restricted stock, less ‘ o ! v i
. - - amortization ._‘._1.~:. ............... — — N @ . 7 9.27 — w ,
i . Dlvrdends decl.lre e e ., — — -— — 1(852.8) . — A b
Balirice at Dcccmbcr 31 2005 73246 107,108 (6,376.1)° (13 1) 12:581.4 .(1.669._4)'. U
Netincome. =\ . L. . o oi. . — — — — 5' 14995, @ - $1,49?.5 o E
‘ Other comprehenswe income: . . * S o
Unrealized transldtion .....7. .. A — — . — — 439 7. 439.7 3
o  Minimum pensuon Imb]llty - — — = — 1 203‘_3 2033
* Other - .. - - — — . — A% (1056) (10.6) .
o Reclassnﬁcauons upon adoptmn nf e
SFASI23R .. .. ... ... o — — +« 558 625 (¢19 - 13-, — N T
Stock-based awards exercised or ' * ; o St C Sy - e
- vested and othet ... ... .. ... LT — — J424)  (6800) 3738 - — = (2.2) — i ‘ 3,
Income tax benefits on stock-based - : . . .
© COMPENSation .................. e 22.2 — — s = — o —r PR
Adjustment to initially apply SFAS : ) ) Co o e
158, netoftax ................. — — — —_ — — v _ : f (395.2) (395.2) .
et i, 40 R
v . Tolal comprehemive income ........ - ’ . * ] ;: $1,736.7 :
L ,‘,'.-‘Shares repurchased-.............0 — — — 12,945 (753.9) = “,( — —
P _Rcmgnmcn of stock- bdbcd Ton | '
‘compensation .. .. .. ... - 67.4 gra [ L
. Reuremem of treasury’ stock ........ (90 000) (112 5) = (90 000) 5,396 2 - } .— o . 'R
‘ Dividends declared ... ... ... .10 = — — ; = o - .
./ Balance at December 31, 2006 . % .. 478.597 $598.3 - $427.6 - 22,978 $(1,391. 9) Sy $,—7,s95 6 $(1432.2) 4 N T
. ' o h - LI PR :_ - 1 )
D - See Notes to.Consolidated Financial Statements. ~ }
5y . -, : N 'ug K ” :'
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PARTII. '

(Continued)

KIMBERLY-CLARK CORPORATION AND SUBSIDIARIES

o b :
f CONSOLIDATED CASIrI FLOW STATEMENT

Year Ended December 31 -

2006 2005 2004

Continuing Operations:
Operating Activities
Income from continuing operations ............ . . ... ... v.enn.

(Millions of dollars)

$14995 315806 $1,7704

Depreciation and amortization ................. ................ 932.8 844.5 800.3
Asset impairments .. ... .. ] L e 6.2 80.1 —
Stock-based compensation ............ IV b 674 324 19.4
Deferred income taxes .- - ... .o v vt vinnnnn.. .. e (208.0)  (142.7) (19.4)
Net losses on asset dlsposmorls e b 116.1 45.8 45.5
Equity compamcs earnings less than (in excess of) dividends paid .... 26.6 (23.8) (30.1) -
Minority owners’ share of subsidiaries’ net income !. ... .. e 94.8 86.5 739
Decrease (increase) in operating working capital .- L 5.1 (180.1) 04.8
Postretirement benefits . ...... .. e L _ - 338 409 . (54.4)
Other .............. USSR . b 52 (524) t258 .
Cash Provided by Operatmns ............ L 2,579.5 2,311.8 2,726.2
Investing Activities , A ] o
Capital spending ........................... ... [P . (972.1) (709.6)  (535.0)
. Acquisitions of businesses, net of cash acquired " B . (99.6) (17.4) —
Investments in marketable securities ............ e (20.5) 2000 (11.5)
Proceeds from sales of investments ............0............. e 46.2 273 38.0
Net (increase) decrease in time deposits ... ... ..0. . oot ininn. ’ (351) 755 (22.9)
Proceeds from dlSpOSl[lOI’]S of property . ......... 0. .. Ll 44.1 46.8 30.7
Other ... .. i i '...“ ................ L1 (16.8) 53
Cash Used for Investmg .......................... e (1,035.9) (596.2) | (4954)
. Financing Activities . : ' ' o
Cashdividendspaid ......................... } ................ (884.0) (838.4) {767.9)
Net (decrease} increase in short-term debt ........ et (390.5) 524.3 (54.7).
Proceeds from issuance of long-termdebt......... b . 261.5 397.7 . 387
Repayments of long-term debt . ................ b (104.2)  (599.7)  (199.0)
Proceeds from preferred securities of subsidiary .. .L......o.oL — — 125.0
Proceeds from exercise of stock options .. ........ I .......... SRR S 3311 1427 72900
Acquisitions of common stock for the treasury ... 0. ... .0 ... (761.5) (1,519.5)-" (1,598.0)
(037 NS Lo 37 (368 . (9.0)
.~ Cash Used for Flnancmg. P ) e (L,ASL3) (1,929 (2,174.9)
Effect of Exchange Rate Changes on Cash and Cash Eguivalents ....... 4.5 (15.9) 4.1

Cash (Used for) Provided by Continuing Operations 1. ... .. ... ... e

. (32) (2300 . 600

Discontinued Operations:

— — 30.0

4

Cash provided by discontinued operauons .................... R _

Cash payment from Neenah Paper,Inc. .........L............... — — 2134

Cash Provided by Discontinued Operations ......|............... — — 243.4
{Decrease) Increase in Cash :and' Cash Equivalents .. .[................ (3.2) (230.0) 303.4
Cash and Cash Equivalents, beginning of year ..... .1 ... : .. " 3640 5940 . 2906
Cash and Cash Equivalents, end of year . ........ .. ! . '$.360.8 $ 3640 $ 594.0

See Notes to Consolidated Financial Statements.
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- asséssments, and loss contingencies,

KIMBERLY CLARK CORPORATION AND. SUBSIDIARIES
'NOTI:.S TO CONSOL[DATED FINANCIAL STATEMENTS .

‘Note 1. Accountmg Polrcres ‘ ' T

Baszs of Presentation ST .

The consolidated . ﬁnanelal statements include the -accounts of Klmberly-Clark Corporation -and“all;’

subsidiaries in*which it has a controlling financial interest (the “Corporatron”) All significant intercompany
transactions and’ accounts are ellmtnated in consolidation. L ‘

On November 30, 2004, the Corporation completed- the spin-off of Neenah Paper Inc. (“Neenah Paper”) a

tholly -owned subsrdlary that owned the Corporation’s Canadtan pulp- busmess ]and its. U.S. fine paper and
"technical.paper businesses (the “Spin-off” ). The Spin-off was accornphshed by a dlstrrbutlon of.all of the shares
of Neenah Paper’s common stock to the Corporation’s stockholders, and no gain| or loss was recorded by the -

Corporation. Holders of common stock’ received a dividend of one sharé of Neenah Paper for every 33 shares of
stock -held. Baséd on a private’ letter ruling received from' the Internal Revenue Service, recelpt of the: Neenah
Paper shares in the distribution was tax-free for U.S. federal income tax purposes As a result of the Spin-off, the

Corporation’s 2004 Consolidated Income Staternent.and Cash Flow Statenient and r'e]ated disclosures present the ¢,
fine paper and techmca] paper businesses as discontinued operattons whlch is discussed in" Note 3. -

SR P

Use ofEsnmates K g ' ST SR LT
- ot Lt 3 For
The preparatlon ‘of financial statements in conformtty,wnh accountmg prmcrpleq generally accepted in the’
U.S.- requires management to make estimates and. assumptioris that. affect the reported amounts:of assets and

|
liabilities at the dafe of. the financial statements and the reported amounts of net salés and expenses durmg the

: Teporting periods. Actual results could differ from these estimates, and changes in these esumates are, recorded

when known. Estimates are used in accounting for, among other things, consumer. and trade promotlon and rebate |

accruals, pension benefits, other post- -employment benefits, retalned insurable nsks} useful lives for deprecranon f‘. -
and amortization, future cash flows associated with 1mparrment testing for’ goodw1ll and long-lived assets and for

determination of the primary beneficiary of variable interest entities, deferred tax assets and potentlal income tax

o

. B o e . . S,
v . . . o B -

Cash E¢1mvalents v : : * cpotmal A .
’ bl . \‘l:"' R
" Cash equivalents are short-term investments "with an orlgmal rnatunty date of ttree'rnont!hs or less.-
¥ R .
S et . . . v . ) - . .

lnventortes and Dtstmbunon Costs . e ) ‘ . R

For financial reportmg purposes, most U, S inventories are valued- at’ the lower of’ cost using the Last-In,
First-Out (LIFO) method, or market. The balance of the U.ST' ‘inventories’ and mventorles of consolidated
operatlon‘; outside the U.S. are valued ‘at the lower of cost, using either the’ Flrst-ln “First-Out”(FIFO) ‘or

‘ |
) welghted average | cost methods, or market. Dlstnbutton costs are clawﬁed as Cost of Produets Sold.

Lo . . - A ."
P

Avarlab[e for Sale Secunttes 7 _ e ) o .
“Available- for—sale securities, consrsung of debt securttles 1ssued by .non- U S. govemments and unaffiliated
corporatlons are carried at market value. Securities with maturity dates of one year or less are included in other

¢urrent assets and were $6.0 million and $]2 2 million at December 31; 2006 and !2005 respectively. Securities

with maturity dates greater than one year are included in other assets and were $]3’ .8 'million and $2.0 million at
December 31, 2006 and 2005, respectively. The securities are held by- the .Corporation’s consolldated foreign -
; '_.ﬁnancmg subsidiary described. in Note 6. Unreallzed holding gains or losses on these securities are recorded in
. other comprehenswe income until realized. No significant galns or losses '’ were recogrnzed in income for any of

the three years ended December 31, 2006. ' : P

#
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KIMBERLY CLARK CORPORATION AND SUBSIDIARIES
NOTES TO'CONSOLIDATED F INANCIAL STATEMENTS—(Continued)

Property and Depreciation

For financial reporting purposes, property, plant and equipment are stated at cost and are depreciated
principally on the straight-line method. Buildings are depreciated over their estimated useful lives, primarily
40 years.-Machinery and equipment are depreciated over their estimated useful lives, primarily ranging from 16
to 20 years. For income tax purposes, accelerated methods of depreciation are used. Purchases of computer
software are capitalized. External costs and certain intel%nal costs (including payroll and payroll-related costs of

employees) directly associated with developing signiﬁc;am computer software applications for internal usé are _

capitalized. Training and data conversion costs are expemed as incurred. Computer software costs are amortized
on the straight-line method over the estimated useful life of the software, which generally does not exceed five
- years. '
Estimated useful lives are periodically reviewed arild when warranted, changes are made to them. Long-
lived assets, including computer software, are reviewed for impairment. whenever events or changes in
circumstances indicate that their cost may not be recoverable. An impairment loss would be recognized when
estimated undiscounted future cash flows from the useland eventual disposition of an asset group, which are
identifiable and largely independent of other asset groups, are less than the carrying amount of the asset group.
Measurement of an impairment loss would be based on the excess of the carrying amount of the asset over its fair
value. Fair value is measured using discounted cash flows or independent appraisals, as appropriate. When
property is sold or retired, the cost of the property and the related accumulated depreenatlon are removecl from the
balance sheet and any gain or loss on the transactlon is mcluded in income.

The cost of major maintenance performed on manufactunng facilities, composed of labor, materials and
other inctemental costs, is charged to operations as inctirred. Start-up costs for new or expanded facilitics are
expensed as mcurred : |

Conditional Asset Retirement Obligations

[
I 1
: :

The liability for the estimated costs to settle obhg'atmm in connection with the retirement of long-lived
assets is determined in accordance with the requ1remenls of Financial Accounting Standards Board (“FASB™)
Interpretation No. 47, Accounting for Conditional Assét Retirement Obligations—an Interpretation of FASB
Statement No. 143 (“FIN 47", which the Corporatlon adopted on December 31, 2005. In connection with the
adoption of FIN 47, the Corporation recorded a pretax asset retirement liability of $23.6 million at the end of
2005. FIN 47 requires the recording of an asset retirement obligation when the fair value of such a liability can
be reasonably estimated, even though unceriainty exms‘as to the timing and/or the method of settlement. The
Corporation has no plans in the foreseeable future to retlre any of the major facilities for which it estlmated an
asset retirement obligation. f

T t

The cumulative effect on 2005 income, net of re]ated income tax effects, of recording the asset retirement
obligation was $12.3 million, or $.03 per share. Had FIN 47 been adopted as of the beginning of the earliest year
presented in the consolidated financial statements, the estlmated asset retirement obligation wou]d have been
approximately $22.4 million at the end of 2004. t

T LR
r

i
f
|
f
i
f
|
|
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KIMBERLY-CLARK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

The tables below present the pro forma 1mpact as if FIN 47 had been adopled prior to 2004 '

o B . Year Ended December 31
‘ : 2008 2004 -
e P . oo e T(Millions of dollars) ¢
Net income, as reported . . . . . LA SRTUE TS e i o L 81,5683 $1,800.2
Add: FIN 47 cumulative effect, net of income. TXES ... ...l e Lo o 12300 —_
Less 'FIN 47 related depreciation and accretion expense . - P o
T netof income taxes . ...l I ] o 1.2 (1.1y

Pro forma net income ............... e S il L 815794 $1,799.0

o o o . ‘ . Year Ended Décember 31

2005 2004
Earnings per share S . . o
Basic—asreponed ....................... $ 330 S$.364
+ Basio—pro forma . NS et 80333 §- 363
‘Dl!uted—as reported U .. e ....... X o N $ 328‘ f?$n 3.6
Diluted—pro forma . . . .. . .. IV TP el 80331 § 360

Goodwill and Other Intangible Assets « - * : T I 7

Goodwill' represents costs in excess of fair, values assigned to the underlying net ‘assets of acqunred
businesses. Goodwill is not amortized, but rather is tested for impairment annually and whenever events and
circumstances indicate that an impairment may have occurred. Impairment testing [compares the carrying amount
~ of-the goodw1ll +with its fair value. Fair value is estimated based on discounted cash- flows. When the carrying
amount of goodwill exceeds its fair value, an impairment charge .would. be recorded. The Corporation has
completed the required annual testing of goodwﬂ] for impairment and has deter'mmed that its goodwill is not

¥

' The Corporation.has no intangible assets with indefinite useful lives.- Intangible assets with- finite lives are
amomzed over their, estimated usefui lives and are reviewed for impairment whcnever events or changes in
circumstances indicate that their carrying amount may not be recoverable. An- lmpalrmem loss would be
recognized when estimated undiscounted future cash flows from.the use of the. hsset are -less than its carrying
amount. Measurement of an impairment loss would be based on dlscounted future cat;h flows compared to the
carrymg amount of the asset, ] - Co A A .

C
.

lnveslmems in Equity Companies

. lnvestmems in compames over which the Corporation has the ability to exercise 91gmﬁcant influence and
that, in general, are at least 20 percent owned .are stated at cost plus_equity in undistributed net income. These
investments are evaluated for impairment in accordance with the requirements of Accoummg Prmc1ples Board
- (“APB") Opinion No. 18, The Equity Method of Accounting for Investments in Common Srock_ 1An impairment
loss would be recorded whenever a decline in value of an equity investme’m] below its.carrying amount is
determined to be other than temporary. In-judging “‘other than temporary,” the Corporation would consider the
length of. time. and extent to which the fair value of the equuy company investment has been less than the
carrying amount, the near-terrii and longer-term operating- and financial prospects of the: equity- company, and its
. longer-term intent of retaining the investment in'the equ1ly company. - * N o N
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KIMBERLY-CLARK CORPORATION AND SUBSIDIARIES
)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

. b
Revenue Recagni!ion ‘ ) : :

Sales revenue for the Corporation and its reportable business segments is recognized at the time of product
shipment or delwery, depending on when title passes, to unaffiliated customers, and when all of the following
have occurred: a firm sales agreement is in place, pncm‘g is fixed or determinable, and collection is reasonably
assured. Sales are reported net of returns, consumer and trade promotions, rebates and freight allowed. Taxes that
are imposed by governmental authorities on the Corporation’s revenue producing activities with customers, such
as sales taxes and value added taxes, are excluded from nét sales.

l

Sales Incentives and Trade Promotion Allowances {

The cost of promotion activities provided to custo'mcrs is classified as a reduction in sales revenue. In
addition, the estimated redemption value of consumer coupons is recorded at the time the coupons are issued and
classified as a reduction in sales revenue. i

-Advertising Expense ¥ ‘

.. : . ! . . .
Advertising costs are expensed in the year the related advertisement is first presented by the media. For.
interim reporting purposes, advertising expenses are charged to operations as a percentage of sales based on

estimated sales and related advertising expense for the full year, . .
I

Research Expense ' f

Research and development costs are charged (o expense as incurred.

A . ]
Environmental Expenditures 1

Environmental expenditures related to current operations that qualify as property, plant and equipment or
which substantially increase the economic value or extend the useful life of an asset are capitalized, and all other
such expenditures are expensed as incurred. Environme'ma] expenditures that relate to an.existing condition
caused by past operations are expensed as incurred. L1ab11mes are recorded when environmental assessments
and/or remedial efforts are probable and the costs can be reasonably estimated. Generally, the timing of these
accruals coincides with completion of a feasibility stud_y or a commitment to a formal plan of action. At
environmental sites in which more than one polentiallyI responsible party has been identified, a liability is
recorded for the estimated allocable share of costs related o the Corporation’s involvement with the site as well
as an estimated allocable share of costs related to the mvolvement of insolvent or unidentified parties. At
environmental sites in which the Corporation is the only responmble party, a liability for the total estimated costs.
of remediation is recorded. Liabilities for future expenditures for environmental remediation obligations are not
discounted and do not reflect any antjcipated recoveries fro‘lm insurers.

: |
Foreign Currency Translation . { ‘

The income statements of foreign operations, other than those in hyperinflationary economies, are translated
into U.S. dollars at rates of exchange in effect each momht The balance sheets of these operations are translated
at period-end exchange rates, and the differences from hiStorical exchange rates are reflected in Stockholders’
Equity a$ unrealized translation adjustments,

The income staiements and balance sheets of operations in hyperinflationary economies are translated into
U.S. dollars using both current-and histerical rates of exch.‘mge The effect of exchange rates on monetary assets
and liabilities is reflected in income. As of December 31l 2006 and 2005, the Corporation had no operations
accounted for as hyperinflationary. Operations in Turkey {plnor to 2005) were hyperinflationary.

1
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Denvanve Instruments and Hedgmg .o » ; : A

1

All dérivative instruments are recorded as assels or liabilities on the balance sh’eet at farr value. Changes in
the fair value of. derivatives are either recorded’ in the mcome staternent or other comprehensrve income, as

, _,appropnate The gain or loss on derivatives desngnated as fair value hedges: and the offsetting loss or gain on the

hedged item attributable to the hedged risk are included inincome in the ‘period that Ichanges in fair value occur.
The' effective portlon of the gam or loss, on derlvatwes designated as cash flow hedges is included in other

- comprehenswe income in the perlod 'that changes in fair- value occur and is reclassrﬁed to income in the same
- period that the hedged item affects income. The remaining gain or loss in excess of tlhe cumulative change in the
"present value ‘of the cash flows of the hedged item, if any, is recogmzed in income. The gain or loss on

derivatives designated as hedges of investments in forelgn subsidiaries is recogmized in other comprehensive
income- to offset the change in value of the net investments bemg hedged Any meffectlve portion_of net
investment hedges is recogmzed in mcome Certain foreign- currency denvatlve mstruments with no spec1ﬁc

- N
. hedging de51gnatlons have beén entered: into to manage a portion of the Corporauon s foreign currency
_ transactional exposures. The gain or loss on these denvatlves is included in income in the perlod that changes in

the_1r fair values occur! : ST ‘ o

te

Defined Pension Benef ts-and Other Postrettremem Plans

. Effective December 31, 2006, the Corporatron adopted Statement of Fmancial Acdountlng Standards
(“SFAS™) No. 158, Employers' Accounting for Defined Benefit Pension and Other Postretirement Plans, an

< amendment of FASB Statements Nos. 87, 88, 106 and 132R ('SFAS 1587)., SFAS 58 is requ1red to be adopted

on a prospective basis and prior year financial statemients and related disclosures are not permitted to be restated.

. .- SFAS 158 requires an employer that sponsors one or more postrenrement défined benefir plan(s) to:

. Recogmze the funded status of postreurement deﬁned beneﬁt plans—measured as the dlfference .

L between the farr value of plan assets and the beneﬁt obhgauons—m lts balance sheet

*

# 1. income mtheyearmwhlch thechangesoccur . e v 17 oo S

(N
year-end. The Corporation presently uses December 31 as the measurement date for all of its
postretirement defined benefit plans o e . ._A-: . :

o J'.

) ln addmon effectwe December 31 2006 SFAS 158 no longer reqtures repomng a’ minimum pensron .
' 11ab1hty (“MPL”) ie., the excess of the unfunded accumulated benefit obhgauon over prev1ously recorded net

pension_ liabilities. However prior 1o adoptmg SFAS, 158 the Corporatlons Co'nsohdated Balance Sheet»is

-required to be adjusted based on the recognmon and measurement provisions’ of SFAS No. 87, Empt'oyer’sA
Accountmg for -Pensions (‘SFAS 87”) including addltronal MPL adjustments -inder SFAS 87 (“AMPL"):. |

SFAS 158 does not change the expense recognition provisions of SFAS 87

+ .*. Recognize. changes in-the funded status of postretirement deﬁned beneﬁt plans.in other comprehenswe

»’ . Measure postrenrement defined beneﬁt plan-assets and obhganons as of the date of the employer Y ﬁscal .

.o
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KIMBERLY-CLARK CORPQRATION AND SUBSIIMARIES
NOTES TQ CONSOLIDATED F INA;NCIAL STATEMENTS~-(Continued)

" The incremental effect:s of the AMPL. adjustment fand of applying SFAS 158 on individual captions in the
Corporation's Consolidated Balance Sheet at December 31, 2006 are presented below:

' Before : - . s

. Application of
SFAS ISSJ .
- And Before | Before . After
AMPL I AMPL Application of | SFAS 158 Application of

Adjustment  Adjustments SFAS 158 Adjustments SFAS 158
- o f. {Millions of doilars}
Otherassets ........................ ©$ 9010 $(228 § 8782 $Q9o1y $ 8591

Totalassets . ............ e 17,108.9 (22.8) 17,086,  ~ (19.1) 17,067.0
Noncurrent employee benefit and other ! - ' ' )
obligations .......... .0 ... ... ... 1,9003 (376.7) 1,523.6 547.1 2,070.7
Noncurrent deferred income taxes ....... 442.8! 119.3 562.1 (171.0) 391.1
Accumulated other comprehemwe T ! T ‘ :
“income (loss) ......... e © (12716} 234.6 (1,037.0) (395.2) (1.432.2)
Total stockholders' equity ........ Cees 6,258.0 234.6 6,492.6 {395.2) 6,097.4

. {a) ‘Includes $31.3 million of unredlized translation adjustment.

See Note 8 for additional disclosures for the Corporation's employee postretirement benefits.

_Nevﬁ)iccouhting Standards ' o ‘ l

‘In June 2006, the FASB issued Interpretation N(%. 48, Accounting for Uncertainty in Income Taxes, an
interpretation of FASE Statement 109 (“FIN 48”). FIN 48 clarifies the accounting for uncertainty in income taxes
recognized in the financial statements by standardizing the level of confidence needed to recognize uncertain tax
benefits and the process for measuring the amount of Peneﬁ[ to recognize. FIN 48 also provides guidance on
derecognition, classification, interest and penalues accounting in interim periods, disclosure, and transition,
FIN 48 is effective for fiscal years beginning after December 15, 2006. The Corporation is currently evaluating

‘ the interpretation and will adopt FIN 48 in the first quarter of 2007. The cumulative effect of adopting FIN 48 -
wnll be recorded in retained earnings. The Corporatlon does not expect adoption of FIN 48 to have a material
" effect on its financial statements.

. ' '1 _ .

ln September 2006, the FASB issued SFAS No. 157, I:air Value Measurements (“"SFAS 157"), SFAS 157 defines

fair value, establishes a framework for measuring fair value in generally accepted accounting principles, and expands

disclosures about fair value measurements. SFAS 157 does not require any new fair value measurements; however, it

will apply under other accounting pronouncements that require or permit fair value measurements. SFAS 157 is

effective for fiscal years begmmng after December 15, 2007 and interim periods within such years. The Corporation

will adopt SFAS 157 as of January 1, 2008, as required. | The Corporation is currently evaluating the new standard.
However, adoption of SFAS 157 is not eXpected to have a material effect on the Corporation’s financial statements.

Note 2. Strategic Cost Reductlon Plan R t

In July 2005, the Corporation authorized a multi- -year plan to further improve its competitive posmon by
accelerating investments in targeted growth opportumt:es and strategic cost reductions aimed at streamlining
manufacturing and administrative operations, primarily in North America and Europe.

The strategic cost reducuons commenced in the thfrd quarter of 2005 and are expected to be substantially
completed by December 31, 2008. Based on current estlmates the strategic cost reductions are expected to result
in cumulative charges of approximately $950 million to $1.0 billion before tax ($665—$700 million after tax)
over that three and one-half year period.

. e e i e T e
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T By the -end of 2008 it is antrcrpated (here will be a net xworkforce reduction of about 10 percent, or
- approxlmately 6,000 employees Since the inception of the strategic cost reductions, Ia net workforce reduction of
more/than 3,000 has_occurred. Approximately 20 manufacturmg facilities, or 17 percent of the Corpor.mon s

‘worldwide total,-are expected to be sold or closed and an addmonal 4 facilities are expected o be streamlined. As

. of. December 315 2006 charges have been recorded related to the Cost reductlon initiatives for 23 facrlmes

:',.-‘,‘-.k_-r . . v ¥

The fol]owmg pretax charges lotalmg $484.4 mllllon _and; $228 6 mrllron werc incurred in connection with

m'é stralegrc cost reductnons ($345 0 million and $l67 6 mrlhon dfler tax) durmg 2006 and 2005 respectively.
‘-"" ; - ,”.r" . o : ) Year Ended |
St R : . ’ December 31
el o : 2006 2005
g E o ‘ (Millions of dollars)
Noncash charges ............. e SR UPPUUIPU RPN R $264.8 $179.7
, Charges for workforce reductions . ... ... ..ooooivieneen et . 161.9 35.6
‘. Other‘cashcharges ... ..o Y 44.6 11.0
' Charges for special pension and other befefits . ............. R O . 13.1 2.3
Tolalpremxcharges A VPPV SV P $484.4 ' $228.6
S _'_-5-:’ ."' i - o ’ ) —__—— —_—
Thé folioWingitable summarizes the noncash charges loteling $264..8 million and $179.7:million.
LY R s R )
A e ' © 2006 2005
BT ) '?“ A g ’ _ (Millions of dollars)
‘_lncrememal deprer:lauon and amommllon ........................................... ‘ $207.7 § 80.1
" Assetimpairments <1t B e PP DN i, 34 672
Asset’ write-offs*, . .. .. PR SEPRI e R EEE R Y. o 51.8 324
Net’ loss on asset dlsposmons R DU L. S, b . 1.9 _
- rTotal noncash charges ........ e SN, . $264.8 $179.7
-; ~The ro]lowmg summarlzes the cash charges recorded and reconcrles such charges to accrued expenses al
December 31y
‘ \1‘ "‘r s . ) * 2006 2005
S L ; . - : (Millions of dollars)’
L Accrued expenses—begmnmg of the year PR LR EEEE $ 282 § —
"} Charges for workforce redictions ... 0. .. e [PV I S0l 1619 U356
: :OIhercashcharges._ ..... T e 44.6 11.0
-.-Cashpaymems..._‘.., ..... s s a2y (17D
Currency..'.....-‘-..‘-.'."..‘.i......................: ...................... . 4.9 7
b rAccrued QXWU.SC§:§'?§ oftheyear ... ... ... ... i o $111.2 §282

Termm.mon beneﬁts related to workforce reductions were accrued in accordance wnh the requirements of

" SFAS No 146, Acwummg sfor Costs Associated with Exit or Drspom[ Activities (“SFAS I46 ),.SFAS No. 112,

Emp!o)ers Accounting for Postemployment Benefits, and- SFAS No. 88, Fmp!mers Acécounting for

Ser.rl'emems s ? Curtar!mems of Def ined Benefit Pension Plans and for Tenmination, Bengfits, as. appropriate.

i
. Retentron bonuses related to, workforce reductions were accrued in accordance with SFAS. 146. The. majority of
- thé lermmauon beneﬁts and retentlon bonuses will be pald within' 12 months of accrual. The termination bénefits
- were provrded under? a specral -benefit arrangement for affected employees in the u. S.; standard benefit practices -,

Tl

in"the” UiK ; appllcable union agreements; or local - statutory requirements,| as appropriate. Incremental |

a4
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NOTES TO CONSOLIDATED FINAi\ICIAL STATEMENTS—(Continued)

depreciation and amortization expenses were based on changes in useful lives and estimated residual values of
assets that are continuing to be used, but will be removed from service before the end of their ongmdlly assumed .
service period. Asset impairment charges have been recorded in accordance with SFAS No. 144, Accounting for
the Impairment or Disposal of Long-Lived Assets, to reduce the carrying amount of long:lived assets that will be
sold or disposed of to their estimated fair values: The fair values of impaired assets were estimated by
independent appraisers. Charges for asset write-offs re'duce the carrying amount of long-lived assets to their
estimated salvage value in connection with the decision to dispose of such assets.

Costs of the initiatives have not been recorded at the business segment level, as the strategic cost reductions
are corporate decisions. These charges are included in the following income statement captions:

Year Ended
December 31
2006 2005
. (Millions of dollars)
Cost of Products old ..\ .o .ttt $3424 32016
Marketing, rescarch and general expenses ........... b 134.0 270
Other (income) and expense. net ... ...coooviniaenn. L 8.0 —
Pretax charges . ..........ooeeeeneenninnann. I ............................. 4844 2286
Provision for inCome taxes ................. . | B . (137.8)  (61.0)
Minority owners’ share of subsidiaries’ net income . . . t ............................. (1.6)
i

Totalcharges ... . $ 3450

. L=
—
=)
(=)

See Note 17 for additional information on the strateglc cost reductions by business segment.
Actual pretax charges for the strategic cost reductions relate to activities in the following geographic areas
for the years ended December 31:

2006

I North

| America - Europe  Other Total

l (Millions of dollars)
Incremental depreciation and amortization .......... . ... .. ... $1240 $ 59.6 $24.1 $207. 7
Assetimpairments . .......... ... . cieiaan b - 34 — 34
Assetwrite-offs ...... ... ... ... ... L ... S 289 | 214 1.5 51.8
Charges for workforce reductions and special pension and other benefits ... 571 1072 10.7° 1750
Loss on asset disposal and other charges ............. | 30.3 148 14 465

TOtal CRATEES « .« v v v vt } ............... $240.3 $206.4 $37.7 $484.4
! 2005
Narth
{ America Eurgpe  Other Total
. . | (Millions of dollars)
Incremental depreciation and amOTlizalion . ........ . ce.eeoveoon... $520 $21.1 $70 § 801
Assel impairments ...............ocoiuvnun.. DU S — 672  — 67.2
Asset write-offs .......... S . b " 4.7 175 102 324
Charges for workforce reductions and special pension ben::ﬁts ........... 180 - 63 131 379
Loss on asset disposal and other charges ....... e e 10.2 -8 = 11.0
Total charges I ............... . $849 S1134 $303 $2286

-
. e S —— — e r—




KIMBERLY CLARK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—( Contmued)

H

Note 3. Dlscontmued Operatlons ) SR

+ . ¢

- In connecuon wrlh the Spm off discussed in Note 1, the Corporatlon recewed a$2134 mllhon cash payment

¥

S
i
i

from Neenah Paper The 2004 Consolidated Income Statement,. Cash. Flow Smter:nem and related disclosures
* present the results of Neenah Paper s fine paper and technical paper businesses as drsconlmued operanons Prior to
the Spm—off the Corporation internally. consumed approximately 90. percent of the pulp produced by Neenah

Paper’s pulp business. In connection with. the Spin-off, the Corporation entered. into a long-term pulp supply,
- agreement with Neenah Paper (as _dlscussed in Note 12), whereby the Corporation| will continue to consume a -

substantial portion of the pulp produced by Neenah Paper. Because the Corporation incurs pulp cosls in its
. continuing operations, the results of Neenah Paper’s pulp business were not included in discontinued operations,

Summarized financial information for discontinued operations is presented below: .

e SAlES .ottt i e e e e e
Income before‘incpmelaxes e e e o P

" - Provision for income taxes ........ R

Income from dlscommued operauons e e J A .

w 1nc|udes operauons through November 30 2004 -also |ncluded are transaction costs related to the Sp n-off.

A summary'of the assets, liabilities and a¢cumulated other comprehenswe income of Neenah Paper that -

were spun off is presented below:

BN o _ November 3[;, 004
‘ ‘ {Millions of dollars)
: Assetq ; ‘
Currem aSSELS i AT DU DU R $191.3
Property, plam and equrpmem nel ...... et et e A o 3754
Timberlands ..............: e e I ....... . 5.3
L 1 T=] gl LT S U OO PO e 457
. 617.7
Liabilities and Accumulaled Other Comprehenswe Income !

Current liabilities . SN U e e e S S 67.3
.Long-termdebt ...... e e EEEE TR R R TPUUDTS PRI : 225.0
..+, Noncurrent employee benéfits and other obligations . ......... . VR P, 57.2
Deferred income taxes and’olher liabilities ............. ... ... .. .. ... Lo B 41.3
Accumulated other comprehensive income ... Lo 244
'_ o o 415.2
Total Distribution Charged to Retained Eamings ..................coooooboon, 3 $202.5

Note 4. Acquisitions and Intangible Assets.

Acquisitions -

-

1

T 20040

$317.7

(Millions of dollars)

. During the fourth quarter of 2006, the Corpomuon acquired the remaining 30 percent interest in its Brd?lhan
subsidiary, Kimberly-Clark Kenko Industria e Comercio Ltda. (“Kenko”) for $99:6 million. This acquisition is
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consistent with the Corporation's strategy of investing for growth in the rapidly growing BRICIT countries
{Brazil, Russia, India, China, Indonesia and Turkey), and is expected to better position the Corporation to
leverage its scale and capabilities in customer development and product supply to drive growth and profitability
across all of Kenko's personal care businesses in Brazil.! As of December 31, 2006, the preliminary allocation of
the purchase price resulted in $78.1 million being recorded as goodwill. The Corporation has engaged third-party
appraisal firms to assist it in determining the fair values of assets and liabilities acquired for purposes of
allocating the purchase price: The Corporauon expects 10 complete the al]ocatlon of purchase price in 2007.
During the fourth quarter of 2005 the Corporauon acquired - M:crocuff GmbH, a privately held medical
device and technology company in Germany, for approxrmately 316 million. This acquisition will fiirther
enhance the Corporation’s Health Care business’ posmon as a leading global provider of innovative and
techno]oglcally advanced medical dévices.

Goodwiil "

The changes in the carrying amount of goodwill by business segment are as follows:.

Personal Consumer Pro!!:ss(l:onal “Health "
Care Tissue & Other - Care Total
: : ' (Millions of dollars)

. Balance at January 1,2005 .. ................... .o 85431 86105 $1467  $1,4026 $2,7029
Acquisition ... e — — — .. 39 39
. Currency andother ....... ... .c.oiinienieniiiad {‘ (13.3) 5.0 2.4 (.5) (21.2)
Balance at December 31, 2005 .................. .4 5298 6055 1443 1,406.0 2,685.6
CACQUISIION .o e o781 — - —_ 78.1
Currencyandother ...................0vvviunn... I 43.7 45.4 5.0 2,7 96.8

Balance at December 31, 2006 ..................... $651.6 ~$650.9 $149.3 ‘$1,40'S.7 $2,860.5

O!I;er Intangible Assets

Intangible assets subjeci to amortization are included in Other Assets and consist of the following at
December 31:
| T 2006 2005
' Gross ) Gross

Carrying Accumulated Carrying Accumolated
| . Amount Amortization Amount  Amortization

(Mi]liqns of dollars}

‘Trademarks .............. P A = $211.7 .- $113.0 $204.1 $ 771
Patents . ..o e _52.0 329 505 . 28.0
Other ............ e Lo 24.9 9.9 222 8.2

CTOtAl s N $288.6  $155.8  $2768  $1133

Amortization expense for intangible assets was approximately $39 million in 2006; $26 million in 2005'and
$14 million in 2004. Amortization expense is estimated 1o be approximately $12 million in 2007, $10 million in
2008, $8 mitlion in 2009, and $7 million in both 2010 and* 2011.

i
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KIMBERLY-CLARK CORPORATION AND SUBSIDIARIES
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Note 5. Debt . . S o - Lo
Long-term debt is comprised of the following:

i .

_i)’\"eighled- N
e oterest . December 31

Rate Maturities 2006 2005

‘ . oL (Millions of dollars)
S Notes and debentures . .........or i 579% 2007|- 2038 $2 145.1 $2,149.5

Dealer remarketable securities .. ..o i e e 5.26% - 2007)-2016 = 200.0

Industrial development revenue bonds ... ... ... oLl - 3.74% 2007-2037 - 2976 299.8
Bank loans and,other financings.in various currencies . . ....... " 7.69% 2007|-2031 1705 _ 2126
Total long-termdebt . . ... ... .. LA | : 2,813.2  2,661.9
Less current portion .. .. .... N T P NN S e 5372 - 672
Long-term pomon e, R e ‘ $2,276.0 $?.,594.7

N - Fair value of total long term debt based on quoted market prices for the same or srrmlar debt issues, was
appr0x1mately '$2.8 billion at December 31, 2006 and 2005. Scheduled maturities Bf long- term debt for the next
five years are $537 2 million in"2007; $26 9 million in 2008, $56.2 mllllon m 2009 $33 3 mllhon in 2010, and
$5. 4 ‘million in 2011 - '

During. the fourth quarter of 2006, the Corporauon issued $200 million of 5.263% dealer remarketab]e
securities that have a final maturity in 2016. These securities are classified as curreht’ portion:of long-term debt as
the result of the remarketing provisions of these debt instruments, which require that each year'the securities
either be remarketed by the'dealer or-repaid by the Corporation. Proceeds from the sale of the notes were used for
general corporate purposes and for the reduction of existing indebtedness, mcludm’g portions of the Corporatmn ]
outstanding commerelal paper program

At December 31 2006 the Corporatlon had: ﬁxed to- ﬂoatmg :ntereql rate swap agreements related o a
$500-million 5% Note that matures on August 15, 2013., con e CT e

At December 31, 2006, the Corporauon had $1.5 billion of revolvmg credit fac:lhtles These f.rcrhues
unused at December 31, 2006, permit borrowing at competitive interest rates and are available for general
corporate purposes, including backup for commercial paper borrowings. The Corporation pays commitment fees -
on the unused portion but may cancel the facilities without penalty at any time prior.to their expiration. These

facrhtles explre in June 2010. L
'

Durmg the third - quarter - of 2005 “the Corporation issued $300-mi}lion' of 4.875% Notes due
August 15, 2015. Proceeds from the sale of the notes were used for general corporate purposes and for the
reduction of existing indebtedness, including portions of the Corporation’s. outstanding commercial paper
program. ) '

. - Debt payable within one year is as follows: -, - T v

i . ’ ’ ' . : December 31
w ' ) ' B 006 2005
: . , (Miltions of dollars)
Commercial paper ............ P D $ 6184 § 7265
Currént portion of long-term debt ........................... IO oo 5372 672
Other short term debt ................. [ R AP I o 170.8 ~ 4288
CTotal L. SO AU SRS L. $13264 §12225
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At December 31, 2006 and 20035, the weighted-average interest rate for commercial paper was 5.3 percent
and 4.2 percent, respectively.

During the fourth quarter of 2005, a three-year b.mk'credu facility was established for the purpose of funding
American Jobs Creation Act dividends. Borrowings undelr the facility aggregating $308 million were classified as
short-term debt at December 31, 2005. The Corporation, as intended, repaid this obligation during 2006.

' }

Note 6.  Preferred Securities of Subsidiary E

In February 2001, the Corporauon formed a Luxembourg -based financing subsidiary. Thc subsidiary issued
I million shares of voting-preferred securities (the “Securities™) with an aggregate par value of $520 million to a

nonaftiliated -beneficial interest holder for cash proceeas of $516.5 million. The Securities are entitled to a

98 percent vote and pay no dividend but accrue a fixed annual rate of return of 4.56 percent. Prior to September
2003, the Securities accrued a variable rate of return. The Securities are in substance perpetual and are callable
by the subsidiary, in November 2008 and each 20-year a',nmversary thereafter, at par value plus any accrued but
unpaid rewrn on the Securities. The subsidiary also issued voting-preferred and commeon securities to the
Corporation for total cash proceeds of $500 million, ThEbB securities are entitled to a combined two percent vote,
and the common securities are entitled to all of the residual equity after satisfaction of the preferred interests.
Approximately 97 percent of the above cash proceeds vbere loaned to the Corporation. These.long-term loans
bear fixed annual interest rates. The remaining funds are invested in other financial assets. Prior to September
2003, the loans accrued interest at a variable rate. The Corporanon is the primary beneficiary of the subsidiary
and, accordingly, consolidates the subsidiary in the ac:companying financial statements. The preferred and
common securities of the subsidiary held by the Corporation and the intercompany loans have been eliminated in
the consolidated financial statements, The return on the Securities is included in minority owners’ share of
subsidiaries’ net income in the Corporation’s Consohd"lted Income Statement. The Securities are shown as
preferred securities of subsidiary on the Consolidated Baldnce Sheet.

In June 2004 the nonaffiliated beneficial mterestiholder invested an additional $125 million, thereby
increasing the aggregate par value of the Securities that ilt held. Tn conjunction with this transaction, the fixed
annual rate of return on the Securities was increased from 4.47 to 4.56 percent. The subsidiary loaned these funds
to the Corporation, which used them to reduce its outstanding commercial paper.

The nonaffiliated beneficial interest holder does not hfave recourse to the general credit of the Corporation.

|

Note7. Stick-Based Compénsation |

The Corporation has a stock-based Equity Paruupatlon Plan and an Qutside Directors’ Compensation Plan
([ht. ‘Plans™), under which it can grant stock options, restricted shares and restricted share units to employees and
outside directors. As of December 31, 2006, the number of; shares of common stock available for grants under the
Plans aggregated 25.0 million shares. :

Stock options are granted at an exercise price equal tc} the market value of the underlying common stock on
the date of grant, and they have a term of 10 years. Stock joptions granted to employees in the United States are
subject to graded vesting whereby options vest 30 percent at the end of each of the first two 12-month periods
following the grant and 40 percent at the end of the third ‘| 2-month perjod. Options granted to certain non-U.S.
employees cliff vest at the end of three or four years. ;

Restricted shares, time-based restricted share units anid performance-based restricted share units granted to
employces are valued at the closing market price of the!Corporation’s common stock on the grant date and
generally vest over three to five years. The number of perfornmnce based share units that ultimately vest ranges
from zero to 150 percent of the number granted, based on performance measures tied to return on invested capital

l
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(“ROIC™) during the three-year performance period. ROIC targets are set at the beginning of the performance
period. Restricted share units granted to outside directors are valued at the cllosing market price of the
Corporation’s common stock on the grant date and vest when they are granted. The restricted period begins on
the date of grant and expires on the date the outside director retires from or otherwise terminates service on the
Corporation’s Board. ' S

. At the time stock options are exercised or restricted ,shares_and restricted share units become payable,
common stock is issued from the Corporation’s accumulated treasury shares. Cash dividends are paid on
restricted shares, and cash dividends or dividend equivalents are paid or credited onl restricted share units, on the
same date and.at the same rate as dividends are paid on the Corporation’s comrnon{ stock. These cash dividends
and dividend equivalents, net of estimated forfeitures, are charged to retained earnings. Previously paid cash
dividends on subsequently forfeited restricted share units are charged to compensation expense. .

Prior to January 1, 2006, the Corporauon accounted for these plans under the recognition and measurement
provisions of APB No. 25, Accounting for Stock Issued to Employees (“APB 257), ‘.md related interpretations, as
permitted by SFAS No. 123, Accounting for Stock-Based Compensation (“SFAS 123”) No compensation cost for
stock options was recogmzed in the Consolidated Income Statement for periods prior to January 1, 2006, as all stock
opuons granted had an exercise price equal to the market value of the underlying comman stock on the date of gram

. Effective January I, 2006, the Corporation adopted the fair value recognition provisions of SFAS No. 123R,
Share-Based Pa\mem (“SFAS 123R"), using the modified- pro%pecuve transition ethod. Under that transition
method, compensation cost is recognized in the penods after adoption for (i) all stock option awards granted or
modified after December 31, 2005 based on the grant-date fair value estimated in accordance with the provisions
of SFAS 123R and (ii) all stock options granted prior to but not yet vesied as of January 1,,2006; based on the
grant date fair value estimated in accordance with the original provisions of SFAS I123 Results for prior periods
were not restated. Also in connection with the adoption of SFAS 123R, approximately $37 million was
reclassified from accrued liabilities to addmonal paid-in capital, as accrued compensation for unvested restricted
share units does not meet the deﬁnmon of a liability under SFAS 123R.

Stock- based compensanon cost .of $67.4 miltion and related deferred income tax asset of approximately
$23.5 million were recognlzed for 2006. The compensation cost is net of a cumulative pretax adjustment of
$3.9 million resultmg from a- change in estlmanng the forfeiture rate for unvested restricted share and restricted
';hare unit awards as of January l 2006, as required by, SFAS 123R ' )

As a result of adopting’ SFAS 123R the Corporatlon § income . before llncome laxes for 2006 was
$30.8 million lower than had it continued to account for stock-based compensation under' APB 25. Also, 'the
Corporation’s net income for 2006 was $20.5 million lower than had it continued to ‘account for stock-based
compensation under APB 25, Both basic and diluted earnings per share for |2006 are lower than if the
Corporation had contmued to account for stock based compensauon under APB 25 by 5.04.

The Corporation recogmzed stock-based compensation costs; for restncted shares and restricted share units
only. of $32.4 million and $19.4 million for 2005 and 2004 re‘;pecnvely :
. The falr value of stock opnon awards granled on or after January 1, 2006 was detemnned using a Black-
Scholes-Merton option-pricing model utilizing a range of assumptions related to dmdend yield, volatility, risk: .
free interest rate, and employee exercise behavior. Dividend yleld is based on hlSlO|l'lcal experience and expected
future dividend actions. Expected volatility is based on a blend of historical volatility-and implied volatility from
traded options on the Corporation’s common stock. Prior to January 1, 2006, volﬂtility was based on-historical
experience only. The risk-free interest rate is based on the U.S. Treasury yield curve in effect:at the time of grant.
The Corporation estimates forfeitures based on historical data. SRR
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The weighted-average fair value of the options gralnted in 2006 was estlmated as $10.10 per option on the
date of grant based on the following assumptions: . :

Dividend yield ] ....................................... 31.50%
Volatility ... ..o S 17.84%
Risk-free interest rate .. ... T P T U 5.04%
Expected life—years ........ [ R 6.0

Pursuant to the requirements of SFAS 123, the weighted-average fair value of the stock options granted
during 2005 and 2004 were estimated as $11.94 and $15 49, respectively, on the date of grant. The fair values
were determined using a Black-Scholes-Merton option- prlcmg model using the following assumptions:

i
. ' : 2005 2004
Dividend yield . ......... ... L il 2.92% 2.49%
Volatility ............... ST S 21.80% 26.45%
Risk-free interestrate ........ 70 ... ... . iennn | N 397% 3.83%
Expecied life—years ...... e e L 59 5.9

* As of December 31, 2006 the total remaining unrecognized compensatlon costs and amomzatlon period are
as follows:

Weighted-

Average

Service

} Millions Years

Nonvested stock options ... ... iiiinnans oo T e P $34.9_ 1.0
Restricted shares and time-based restricted share units , . ........................ T $3294 1.4
Nonvested performance-based restricted share units ... L. ..., LU "§155 9

On November 10, 2005, the FASB issued FASB Staff Position No. 123(R)' 3, Transition Election Related to
Accounting for Tax Effects of Share-Based Payment Aw!ards The Corporation has elected to adopt the shortcut
method provided in the FASB Staff Position for determlmng the initial pool of excess tax benefits available to
absorb tax deficiencies related to stock-based compensatlon subsequent to the adoption of SFAS 123R. The
shortcut method includes simplified procedures to establlsh the beginning balance of the pool of excess tax
benefits (the “APIC Tax Pool”) and to determine the suhsequem effect on the APIC Tax Pool and Consolidated
Cash Flow Statements of the tax effects of employee stock based compensation awards.

Prior to the adopuon of SFAS 123R, all tax beneﬁi_ts from deductions resultmg from the exercise of stock
options and the vesting of restricted shares and restricte-'ld share units were presented as operating cash flows in
the Consolidated Cash Flow Statement. SFAS 123R requires the cash flow tax benefits resulting from tax
deductions in excess of the compensation cost recognized (excess tax benefits) to be classified as financing cash
flows. Excess tax benefits aggregating $25.8 million were classified as Other cash inflows under Financing
Activities for the year ended December 31, 2006. As reqmred by SFAS 123R, the prior period Conselidated Cash
Flow Statements were not restated, .

In prior periods, the Corporation had calculated pro forma employee compensation cost for stock options on
an accelerated method as required by SFAS 123. The Corporation elected, for all stock option awards granted on
or after January 1, 20086, to recognize compensation costion a straightlline basis over the requisite service period
for the entire award as permitted by SFAS 123R. : '
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The following presents-information about net income and earnings per share ({EPS”} as, lf the Corporatlon
-had applied the fair value expense recognmon requrrementa of SFAS, 123 to all stock opuons granted under the

Equlty Part1c1pat10n Plan

-

. Neti mcome as reported ........... . F [ Ll
' Add Stock based compensation expense included in. reported net income, net of income

T BAKES | e e e S B

" Less: Stock-based compensatlon expense determined under the fair value requrrements
of SFAS 123, net of i mcome BAXES . ottt -

Pro forma net income ... . ... S e e

et v .t B . 3 x
T . kY - N .r

"Earnings per share .
Basic—as reporied ... U P

Bas:c-—-——pro fOrMa. ..o PO BTN
Dlluted—-asreported U fe e . .......

Diluted—proforma ... ... 4 ..o viuen.... s MRRPCTR B ‘

' _"Note 8.. Employee Postretirement Benefits -~

Pension Plans [ " P

‘Year Ended December 31

" 2005 2004
(Mllhuns of dollars)
$l 5683 $t, 8002
207 12.3
(51D, (50.9)

" $1,761.6

$1,531.9

‘Year Ended December 31

2005 2004
'$.330 § 364
$ 323 $ 356
$.328 $  3.61.

| $ 353

n Substant:ally all regular emp}oyees in North America and the Umted Kingdom are covered by defined
benefit pension -plans (the “Principal ‘Plans”)" and/or defined contribution _retirement plans. Certain other.
_subsidiaries have definéd. benefit pension plans or, in certain countries, term:natlon pay plans’ covering

.. substantially. all regular employees The funding policy for the quallﬁed deﬁned beneﬂt plans in North America ."

and the defined benefit plans in the United Kingdom is to contribute assetq to the higher of the accumulated
benefit obligation (“ABO”) or regulatory minimum requirements. Subjéct 10 regulatory requnrements and tax
deductibility limits, any funding shortfall will be ehmmated over a reasonable number of years. Nonquallﬁed
U.S. plans providing pension benefits in excess of limitations lmposed by the us. income tax code are not
funded. Funding for the remaining defined benefit plans outside the U. S.-is based on Iegal requirements, tax
) consrderauons mvestment opportunities; and customary business pI’aCIlCCS in such countries. -

In accordance with SFAS 87, the Corporauon had recorded.a minimum pensron llablhty in 2005 for
‘underfunded plans representing the excess of the ABO over previously recorded net pension liabilities: The
minimum pension liability is mcluded in noncurrent employee benefit and other obligations., on the
o December 31, 2005 Consolidated Balance Sheet. An offsetting charge .was included as.an mtanglble asset to the
extent of unrecognized prior service cost, and the balance is mcluded in accumulated other comprehensive

income (loss).
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See Note'1 regarding information for 2006. lnformz‘nion about the 2005 minimum pension liability follows:

December 31, 2005
1 . (Millions of dollars)
Minimum pensionliability .. ............ .0, ..., 1 ............. e $1,436.5
Less intangible asset .. ......... e R N (50.0)
Accumula[ed other comprehensive loss . ............ b, 1,386.5
Less related income tax effects ......... R SR R RRRRREEREE - (498.3)
Accumulated other comprehenswe loss, net of income taxcs ........................... $ 8832

! ' .
Other Postrenremem Benef t Plans

Substantlal]y all North American retirees and ern'ployces are covered by unfunded health care and life
insurance benefit plans. Certain benefits are based on years of service and/or age at retirement, The plans are
principally noncontributory for employees who were ehglble to retire before 1993 and contributory for most

employees who retire after 1992, except that the Corporauon provides no subsidized benefits to most employees
hnred after 2003. ) t

Prior to 2004, certain U.S. plans limited the Corporation’s cost of future annual per capita retiree medical
benefits to no more than 200 percent of the 1992 annual per capita cost. These plans reached this limitation (the
“Cap”) and were amended during 2003. Among other things, the amendments index the Cap by 3 percent
annually beginning in 2005 for certain employees retirin'g on or before April 1, 2004 and limit the Corporation’s
future cost for retiree health care benefits to a defined fixed per capita cost for certain employees retiring after
April 1, 2004. The annual increase in the consolidated w:eighted-average health care cost trend rate is expected to
be 2.34 percent in 2007, 8.36 percent in 2008 and to gradually decline to 5.17 percent in 2019 and thereafter,

Effective December 31, 2006, SFAS 158 no longer{requires reporting a minimum pension liability. Instead,
SFAS 158 requires recognition of the- funded status ofipostretirement defined benefit plans—measured as the
difference between the fair value of plan assets and the bgneﬁt obligations—in the balance sheet.

'
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Summarized ﬁndncml lnformanon about postretlremem plans; excludmg ‘defined " contribution retirement
" plans, is presented below. : :
.. Pension Bcn’eﬁis +  Other lieneﬁls
. ‘ h Year Ended December 31

2006 . | 2008

. 2006 . 2005

‘ Change in Benef‘ t Obhgatmn

(Millions of dollars) _

.a' “Benéfit Obllgdllon at beginning. of year e oo $55092 $52706 $861.7 $845.8 )
Service CoSt ... ... o e " 869 | 814 163 {74
. Intereslcosl..........................-..................L 298.3 2946‘ 48.1 47.1
Actuarial (gain) loss ......... e e e - (66.7) 308 3 '_* 6.0
Currency andother-......... ... ... ... .. . ... ... e L 197.5 (137. O)r < 103 28.1
Benefit payments fromplans ................... AP - (324.1) (296.8) (474 (75.0)
Direct benefit payments ... ................. el T 28y (11.9) (28.3) R -
Benefit. Obllgalmn atendof year ......... .. EREELEEE Ll 5,6883 55092 866.7 861.7
Change in Plan Assets ' . ’
Fair value of plan assets at begmmng ofyear ............... 4,126.2 - | 4.0442-° — S—
Actual gain on plan assets .......... e 5449 | 3595 - — -
Employer contnbutlom ........... S PP L 1321 1165  40.9 s 665
- - Currency and other . .......... e e 126.2 2(97.2) - 6.5, 8.5 :
. Benefitpayments ............... e . (324.1) (296.8) (47 4) {(75.0)
" Fair value of plan aéSEts atendof year .................... 46053 41262, . — T —
o Funded Status et -i“ R - o ) . R o
B Benefit’ obligation in exce%‘.s of plan QESELS oot (1,083.0) |(1,383.0) (866.7) (861.7)
s ‘Unrecognized net dctuamal loq% and [ransmon amount . . Ceeee wa |:-1,778.1 na 1590
" Unrecogmzed pnor SEIVICE COSL- ..ottt Lo nfa’ 472 - n/a- 301
Net amount recogmzed e - .-._ ....... $(1,083.0) $ 4'442.3':-'$(866.7?)"2$(672'.6)
) . : v . T ’ 2 ‘ v T
A Amounts, Recogniied in the Balance Sheet _ . R R U
L _ ..~ Noncuirent asset—Prepaid benefitcost . ............. e $ 76 % z 242.% — S — -
' B o Current liability—Accrued benefitcost ................. .. . (8_.5) n/a (69.7) . nfa
L, Noncurrent liability—Accrued benefit co%t T e 0 (L0821 1 .. nfa (797.0) . . .nfa
ISR NPT -Accrued benefit cost .............. e Loens o, ma 1 (10184) - nfa (672.6)
R Intangible asset ... e e n/fa 500, . n/a —
R ' Accumulated other comprehenswe qus‘ e -onfa gl 386. i na | —
. - Netamount recognized ........ e e S 5(1 083; 0) [5 442 3 $(866 7) $(672 6)
W nfa—not applicable ’ ) . . ";.‘ o h_.{ ) c }
e ' ’ ‘;' '
y VoF
h‘) ’ . q.;‘ L+
. " ~ . o - ; "
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KIMBERLY-CLARK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINA1NCIAL STATEMENTS—(Continued)

. ' | : : :
The Corporation uses December 31 as the measurement date for all of its postretirement plans.
|

Information for the Pn'ricipal Plans and All Other Pension Plans

+ |

All Other

i’rincipal Plans Pension Plans Total
* i Year Ended December 31
© 2006 2005 2006 2005 2006 2005
. oo : (Millions of dellars) )
Projected benefit obligation (“PBO™) .......... $5,%52.5 $5,113.8 $435.8 353954 $5,688.3 $5,509.2
ABO ... ......... . NPT 49148 47706 3843 3490 5299.1 51196
Fair value of plan assets ...... e 42852 38535 3201 2727 46053 4,126.2
Information for Pension Plans With an ABO in Excess,of Plan Assets
t 1
December 31
2006 2005
- . : ‘ (Millions of doltars)
PO . e e $5,453.9 $5,360.2
ABO .. T b R . 51019 * 4.980.5
Fair valueof planassets .............. U ; ......................... o0 43899 39778
Components of Net Perfodtfc Benefit Cost
Pension Benefits Other Benefits
: ) ' . Year Ended December 31 '
o, ) -, | 2006 2005 2004 2006 2005 2004
‘ ‘ (Millions of dollars)
Service cost .....\ . ... i.... el 80869 0§ 814§ 874 $163 §$174 $17.8
Interestcost ..................... e . 298.3 294.6 2962 48.1 471 482
Expected return on.plan assets® . ................... . (337.2) (32206) (3240) — — —
Amortization of prior service cost (benefit) and transition ] o
AMOUNL . ... ... . e : 77 63 713 21 (2 (T
Recognized net actuarial loss . ..................... . 1005 927 833 38 39 40
Other ........ ... i, e . 107 4.4 4.6 27 - — (L.5)
Net periodic benefitcost ..................... ... E $1669 $156.8 $1548 $73.0 $682 $67.8

- . I ) . .
(a) The expected return on plan assets is determined by multiplying the fair value of plan assets at the pricr year-end (adjusted for estimated
current year cash benefit payments and contributions) by the expected long-term rate of return.

|

: t
Weighted-Average Assumptions used to determine Net Cost for years ended December 31

i Pension Benefits Other Benefits

- W6 M5 2004 3006 2005 20
Discount rate I ..... - 547% 5.68% 5.92% 5.68% 5.85% 6.01%
Expected long-term return on plan assets . ............ i ..... 8.28% 8.29% 832% — — —
Rate of compensation INCFEAse’ .. ... vrrrennnnnn.! o 3.68% 3.67% 3.51% — — —




KIMBERLY-CLARK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED F_fNANC_IAL STATEMENTS—(Continued)

Weighted-Average Assumptions used to determine Benefit Obligations at December 31 . ot
' S o ’ o _ '+ Pension Benefits * Other Benefits
; . , , | 2006 2005 2006 2005
Discountrate ................cccvuunn... R 5.64% 5.47% 5.84% 5.68%

Rate of compensation inCrease .« ....%.......ooveveve.nns, e 390% 3.68% — —

Expected Long-Term Rate of Return and Investment Strzttegies for the Principal Plans

The expected long-term rate of return on pension fund assets was determined based on several factors,
including input from pension investment consultants and projected long-term retur:ns of broad equity and bond
indices. The Corporation also considered the U.S: plan’s historical 15-year and 20-year compounded annual
returns of 9.9 percent and 10.9 percent, respectively, which have been in excess ofjthese broad equity and bond
benchmark indices. The Corporation anticipates-that on average the investment managers for each of the plans
comprising the Principal Plans will generate annual long-term rates of return of at least 8.5 percent, The
. .Corporation’s expected long-term rate of return on the assets in the Principal Plans i 1s based on an asset allocation
assumpt:on of.about 70 percent with equity managets, with expected long-term rates of retuin of approximately

10 percent, and about'30 percent with fixed income managers, with an expected long -term rate of return of about
6 percent. The Corporatton regularly reviews its actual asset allocation and periodically rebalances its
investments o the targeted allocation when considered appropriate. Also, when deemed appropriate, the
Corporauon executes hedging strategies using index options and futures to limit the ldowns1de exposure of certain
investments by tradmg off upside- potentlal above an acceptable level. The Corporatlon last executed this hedging
-'strategy for 2003. No hedging instruments are currently in place. The Cor’poratlonI will contmue to evaluate its
long -term rate of return assumptions at least annually and will adjust them as necess‘ary.

= 1

Plan Assets

The Corporation’s pension plan asset allocations for its Principal Plans are as follows:

: , Percentage of Plan
-t : ) . . + Assets’
. ' A;{Sggggn at December 31
Asset Category ’ 2007 2006 2005
Equity secUrities .. ...... . ... i i e e 73% T4% 73%
Debtsecurities, . ... ... ..o ii it e e e 27 26 - 27

PTotal L e ST, A 00%  100% 100%

The plan assets did not include a significant amount of the Corporation’s comimon stock.

v

Cash F !ows *

efe v

" While the Corporauon is not requ1red 1o make a contrlbutlon in 2007 1o the U.S. plan, the beneﬁt of a

“ contribution will be evaluated. The Corporation currently anticipates comnbutmg about $94 million to its
pension “plans outside the U.S. in 2007.
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Estimated Future Benefit Payments t

The following gross benefit payments and related{Medicare Part D reimbursements are expected over the
next ten years: :

]
i : Medicare Part D
‘ Pension Benefits  Other Benefits Reimbursements

J (Millions of dollars)
2007 @\ RPNy $ 331 $ 86 $ (5)
2008 .\ T 332 86 (6)
2009 .. L. 336 87 (6)
2000 U Lo, 343 88 (7)
721§ R L 354 91 (7)
Years 20122016 .. .......... L Lo 2,025 484 (42)

Heaith Care Cost Trends

- —————

Assumed health care cost trend rates affect the amounts reported for postretirement health care benefit

) 1
2006 data {
i
‘ ’ Qne-Percentage-Point
$ " Increase = Decrease
) ! (Millions of dollars)
Effect on total of service and interest cost components . S - $24 $24

Effect on postretirement benefit obligation . ...... .. .. I ........ P 309 31.3
{

Defined Contribution Retirement Plans ]

Contributions to defined contribution retirement plans are primarily based on the age and compensation of
covered employees. The Corporation’s contributions, all'of which were charged to expense, were $55.0 million,
$52.7 million and $47.6 million in 2006, 2005 and 2004, fespectively.

Investment Plans

Voluntary contribution investment plans are prowded to substantially all North American and most
" European employees. Under the plans, the Corporanon matches a portion of employee contributions. Costs

charged to expense under the plans were $30.1 million, $31 .0 miltion and $30.8 million in 2006, 2005 and 2004,
respectively.

|
Note 9. Stockholders’ Equity !

On September 14, 2006, the Board of Directors aulh()rlzed the retlrcment of 90 million shares of treasury

stock, which become authorized but unissued shares. ;

]

At December 31, 2006, unremitted net income of: equity companies included in consolidated retained
earnings was about $808 million. l

|
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Other Comprehenswe Income (Loss)

The changes in thé componems of other comprehenswe income (loss) are as follows:

Year Ended December 31
I . . 2006 2005 | 2004 . .
K . . + Pretax Tax Net Pretax  Tax: Net Pretax Tax . Spin- - Net
‘s . Amount Effect Amount Amount Effect Amount Amount Effect Off Amount
. ‘ e ] (Millions of dollars) '
Unrealized translation ....... .8 4397 8 — $4307 $(4126)5 —  $(412.6) $4158 $— $(60.1) $355.7
5 - ‘Minimum pension liability - -...:.. 1,386.5 (498.3) 888.2 (97.7) 39.1 . (58.6) [(756) 27.8 363 (IL5)
, " Unrecognized net actuarial loss .
and transition amount: .
Pension- beneﬁls T e (1,446.5) 508.4 (938.1) n/a nfa nfa n/a nfa nfa n/a
. Other postretlremem o :
Tk, benefits : . . . . . e (148.8) 56.0 (92.8) n/a nfa nfa n/a nfa nfa n/a
Unrecognized prior service cost: ~ . :
" _ Pensionbenefits . ........ . (827 191 (33.6) n/a nfa n/a. n/a  n/a nfa n/a
’ Other postretirement ) -
X Cbenefits ... L. S (25.2) 9.6 (15.6) /a n/a n/a nfa n/a n/a n/a
Deferred (losses) gains on cash - )
. flowhedges ................ (16.4) 57 107y 407 (3.0 217 (58 18 (6) (4.0
Unrealized holding gains (losses)- .
'd_rl.sé{:'u'rities e 1 —_ g J 0 - . (2 — — (.2)
Other comprehensi\;e income ‘ ‘

1367 $100.5 $ 237.2 $(469.5) § 26.1 $(443.4) $334.2 $29.6 $(24.4) 33394

(MoSS) Vot $

n/a—not applicable

. - December 31
T 2006 2005
. s (Millions of dollurs)
. " Unrealized translation . ......... F P N R $:(358.2) $ (797.9)
_ Mmlmum pension liability U R R - nfa - (888.2)
- Unrecogmzed nét actuarial 10ss and transition amount . ... .......ooeurrin . Lo (1,030.9) n/a
Unrecognized prior SErvice COSt . . ... .\ ittt iii i (49.2) n/a
Deferred gains on cash flow hedges . ... ... i SR 6.1 16.8

Unrealized holding losses on securities . .......

 Accumulated other comprehensive income (loss)

n/a—not applicable i

e

Accumulated balances of other comprehensive income (loss), net of applicable income taxes are as follows:

— @)

$(1,432.2) 5(1,669.4)

Net unrealized currency gains or losses resulting from the translation of assets and labilities of foreign

" subsidiaries, except those in highly inflationary economies, are accumulated in lhlS section of stockholders’
- equity. For these operations, changes in exchange rates generally do not affect cash flows; therefore, unrealized
translation adjustments are recorded in stockholders’ -equity rather than net income, Upon sale or substantially

. complete liquidation of any. of these subsidiaries, the applicable unrealized translation adjustment would be
" removed from' stockholders’ equity and reported as part of the gain or loss on [the sale or liquidation. The
decrease in unrealized translation is primarily due to the weakening of the U.S. dollar versus the euro, Australian

* dotlar, South Korean won, British pound and Brazilian real. . o

61




' {
KIMBERLY-CLARK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Also included in unrealized translation amounts' are the effects of foreign- exchange rate changes on
intercompany balances of a long-term investment nature and transactions designated as hedges, of net forelgn
investments. |

 Approximately $75 million and $11 million of ?nrecognized net actuarial loss and unrecognized prior
service cost, respectively, is expected to be recognized as a component of net periodic benefit cost in 2007.

}

Stock-Based Compensation ' ) t

A summary of stock-based compensation under the Plans as of December 31, 2006 and the actlwly durmg g
the year then ended is presemed below.

- Weighted-,

]
!
|
’ Weighted- Averape *,  Agpregate
Average . Remaining - Intrinsic,
Shares Exercise  Contractual’ Value
Stock Options (000°s) Price Term . ($000)
Qutstanding at January [,2006 ................... L 32622 $5699 - L
Granted ......... P Lo 4779 5875 - :
EXEICISEd .. ..ottt Lo . (6,608) 50.08 :
Forfeited or expired . ... .. DR e Lo (843)  63.52 _ .
Outstanding at December 3 12006 ........ U b 29.950 58.58 . 55 $280,510
Exercisable at December 31, 2006 . . . .. e 1 . ;21,125 5787 42 $212.965

During 2006, cash received from the exercise of stock options aggregated $331 million. The total intrinsic
value of stock options exercised during 2006 was $85.9 million; the Corporation received a related income tax
benefit of about $21.6 million. :

o Time-Based Performance-Based -

) Restricted Share Restricted Share
Restricted Shares Units : Units
Weighted- Weighted- Weighted-

Average Average Average

) Shares Grant-Date Shares Grant-Date Shares Grant-Date

Other Stock-Based Awards {000’s)  Fair Value (000's)  Fair Valve (000’s) Fair Value
Nonvested at January 1, 2006 e . 624 $51.82. 873 $58.95 . 4677 $62.82
Granted . b oo oL — 301 5920 253 5874

Vested .. ooveee U .. (124) 55.56 (86) 5957  (34) 6310
‘Forfeited . ......... ... ... ... ... ... ... (35) 48.10 (44) 59.05 @) 62.45
Nonvested at December 31,2006 .. ............ 465 51.14 1,044 5897 @ 61.26

i
The total fair value of shares and share units that beLame vested during 2006 was $15.5 million.

Note 10. Risk Management

As a multinational enterprise, the Corporation isjexposed to risks such as changes in- foreign curréncy
exchange rates, interest rates and commodity prices. The Corporation employs a variety of practices to manage
these risks, including operating and financing activitieé and, where deemed appropriate, the use of derivative
instruments. The Corporation’s policies restrict the use of derivatives for risk management purposes only and
prohibit their use for speculation or trading, and prohibit the use of any leveraged derivative instrument. Foreign
currency derivative instruments are either exchange traded or are entered into with major financial institutions.
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* The Corporation’s credit exposure under these arrangements is litnited to those agreements with a.positive fair

value at the reporting date. Credit risk with respect to the counterparties is conside
financial strength of the counterparties. :

" Foreign Currency Exchange Risk

red minimal in view of the

_ Foreign currency exchange risk is mandged by the systematic use of foreign currency forward, option and

swap contracts. The use of these instruments allows management of transactional
fluctuations because the gains or losses incurred on the derivative instruments will
losses or gains on the underlying foreign currency exposure. Managément does

exposuie to exchange rate
offset, in whole or in pan,
not foresee or-expect any

significant change in such exposures in the near future or in the strategies it employs to manage them. In
addition, many of the Corporation’s non-U.S. operations buy the majority of their inﬁuts and sell the majority of
their outputs in their local currency, thereby minimizing the effect of currency rate changes on their local
operating profit margms : ‘

Foreign Currency Translation Risk

.Translation adjustments. result from trans‘la'ting foreign entities’ -financial statements to U.S. dollars from
_their functional currencies. Translation exposure, which results from changes in translation rates between
functional currencies and the U.S. dollar, generally is not hedged. In 2005, in donnection with its pldn to
repatriate unremitted foreign earmngﬂ under the American Jobs Creanon Act, the Coxpomnon hedged a portion
of its investments in certain subsidiaries. There are no net investment hedges in placelat December 31, 2006. The
risk to any particular entity’s net assets is minimized to the extent that the entity is financed with local currency
borrowing.

Interest Rate Risk

*

Interest rate risk is managed using a portfolio of variable- and fixed- rate debt composed of short- and long-
term instruments and interest rate swaps. The objective. is to maintain a cost- effea':uve mix ' that management
deems appropriate. Management does not foresee or expect any significant changes in its exposure to interest rate
fluctuations in the near future of in the strategles it employs to manage them. st ' '

v

C()mmodny Prrce Risk v " 1

The Corporatlon is subject to commodity price nsk the most significant of which re]ates 10 the pr:ce of
pulp, polypropylene, petroleum and natural gas.

Selling prices of tissue products are influenced, in part, by the market price for pulp, which is determined by
industry supply and demand. On a worldwide basis, the Corporation sources approx1malelv 10 percent of its
virgin fiber needs from internal pulp manufacturing operations. Increases in pulp pnces could adversely affect
earnings if selling prices are not adjusted or if such adjustments significantly trail llhe increases in pulp prices.
Derivative instruments have not been used to manage the pulp price risk. Polypropylene .is subject to price
fluctuations based on changes in petroleum prices, availability and other factors. A number of the Corporation’s
products, such as diapers, training and youth pants, and incontinence care products contain certain polypropylene
materials. The Corporation purchases these materials from a number of suppliers. Slgmﬂcant increases in prices
for these materials could.adversely affect the Corporation’s earnings if selling prices{for-its finished products aré
" not.adjusted or if ad_]uslments significantly trail the increases in prlces for these materials. Derivative instruments

have not been used to manage these risks.. : C
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The Corporation’s distribution costs for its finished products are subject to fluctuations in petroleum prices
and other factors, The Corporation utilizes a number Ofi providers of transportation services. Significant increases
in prices for these services could adversely affect the Corporation’s earnings. if selling prices for its finished
products are not adjusted or if adjustments significantly trail the increases in prices for these services. Derivative
instruments have not been used to manage these risks. ‘

The Corporation uses- derivative financial instru‘ments to offset a substantial portion of its exposure to
market risk arising from changes in the price of natural'gas Hedging of this risk is accomplished by entering into
forward swap.contracts, which are designated as hedges of specific quantities of natural gas expected to be
purchased in future months. These readily marketa'ble swap contracts are, recorded in the Corporatlon §
Consclidated Balance Sheét at fair value. On.the date the derivative contract is entered into, the Corporation
formally documents and designates the swap contract as a cash flow hedge, including how the effectiveness of
the hedge will be measured. This process links the swap contract to specific forecasted transactions, Since these
swap contracts were highly effective, changes in their fair values were recorded in other comprehensive income,
net of related income taxes, and recognized in income,at the time the ‘cost of the natural gas was recognized in
income. :

Effect of Derivative Instruments on Results of Operattons and Other Comprehenswe Income
e

Fair Value Hedges

T

The Corporation’s fair, value hedges offset the eﬁect of the hedged items in 2006, 2005. and 2004, resulting
in no effect on income. In addition, during these years, all designated derivatives for firm commitments
continued to qualify for fair value hedge accounting. .

Cash Flow Hedges

The effective portion of the gain or loss on the derivative instruments designated as cash flow hedges is
initially recorded in other comprehensive income andjis subsequently recognized in income when the hedged
exposure affects i mcome The Corporation’ § cash flow ihedgeq resulted in no 51gn1ﬁcant ineffectiveness in' 2006,
2005 and 2004 and consequemly resulted in no s;gmﬁcam effect on income. During the same period in which the
hedged forecasted transactions affected earnings, the Corporatlon reclassified $14.0 million of after-tax losses,
$11.2 million of after-tax gains, and $9.0 million ot after-tax losses, respectively, from accumulated other
comprehensive income to earnings. At December 31, 2006, the Corporation expects to reclassify $6.3 million of
after-tax losses from accumulated other comprehenswe income primarily to cost of sales during the next twelve
months, cons:stent with the timing of the underlying hedged transactions. The maximum maturity of cash flow
derivatives in place at December 31 2006 is August 2017. '

Net Investment Hedges

i o
In 2006, the Corporation hedged a portion of its -investment position in one of its equity affiliates. Under

SFAS No. 133, Accounting for Defivative'lnsrruﬁ%éms: and Hedging Activities, changes in the fair value -of the
derivaFive instruments are recogni;’ed in other comprelhensive'income to offset the change in value of the net
investmeht being hedged. Th'enet iliVBstmEl’ll hedge was e]oeed out in December 2006.

Note 11. Varlable Interest Entities

The Corporation has mtereste in the followmg finaricing and real estate entities and synthetic fuel partnerships
described in Note 14; all of which are subject to the requirements of FASB Interpretation No. 46 (Revised
December 2003), Comohdanon of Variable Interest Entities—an lnrerpreratwn of ARB 51 (“FIN 46R"™).
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Financing Entities

The Corporation holds a significant interest in two financing entities that were|used to monetize long-term
notes received from the sale of certain nonstrategic timberlands and related assets to nonaffiliated buyers. These
transactions qualified for the installment method of accounting for income tax purposes and met the criteria for
immediate profit recognition for financial reporting purposes contained in SFAS No, 66, Accounting for Sales of
Real Estate. These sales involved notes receivable with an aggregate face value of $|617 millien and a fair value
of approximately $593 million at the date of sale. The notes receivable are backed by irrevocable standby letters
of credit issued by money center banks, which aggregated $617 million at December 31, 2006.

Because the Corporation desired to monetize the $617 million of notes receivable and continue the deferral
of current income taxes on thé gains, the Corporation transferred the notes }ecewed from the sales to
noncontrolled financing- entities. The Corporation’ has minority voting interests in each of the financing entities
{collectively, the “Financing Entities™). The transfers of the notes and certain olher assets to the Financing
Entities were made at fair value, were accounted for as asset sales and resulted in nq gain or loss. In conjunction
with the transfer of the notes and other assets, the Financing Entities became obligated for $617 million in third-
party debt financing. A nonaffiliated financial institution has made substantive capital investments in each of the
Financing Entities, has majority voting control over them and has substantive risks and rewards of ownership of
the assets in the Fmanpmg Entities. The Corporation also contributed intercompany notes receivable aggregating
$662 million and intercompany preferred stock of $50 million to the Finanéirl:g Entities, which serve as
secondary collateral for the third-party lending arrangements. In the unlikely event of default by both of the
money center banks that provided the irrevocable standby letters of credit,. the Corporation could experience a
maximum loss of $617 million under these arrangements.

The Corporation has not consolidated the Financing Entities because it is noll' the primary beneficiary of
either entity. Rather, it will continue to account for its ownership interests in these entities using the equity
method of accounting. The Corporation retains equity interests in the Financing Enuues for which the legal right
of offset exists against the intercompany notes. As a result, the intercompany nofes payable have been offset
against the Corporation’s equity interests in the Financing Entities for financial reporting purposes.

See Note 6 for a description of the Corporati(-m’s Luxembourg-based financing subsidiary, which is
consolidated because the Corporation is the primary beneficiary of the entity.

Real Estate Entities

The Corporation participates in the U.S. affordable housing and historic renovation real estate markets.
Investments in these markets are encouraged by laws enacted by the United StatesCongress and related federal
income tax rules and regulations. Accordingly, these investments generate income tax credits and tax losses that
are used to reduce the Corporation’s income tax liabilities. The Corporation invested in these markets through
{i) partnership arrangements as a limited partner, (ii) limited liability companies asia nonmanaging member and
(iii) investments in various funds in which the Corporation is one of many noncontrolling investors. These
entities borrow money from third parties generally on a nonrecourse basis and |nvest in and own various real
estate projects.

FASB Interpretation No. 46, Consolidation of Variable Interest Entities—an Interpretation of -ARB 51,
requires the Corporation to consolidate certain real estate entities because it is the |primary beneficiary of them.
At December 31, 2006, the carrying amount of assets of these entities, -aggregating $4.9 million, serves as
collateral for $3.7 million of obligations of these ventures. The assets are classified as property, plant and
equipment on the Consolidated Balance Sheet. Neither the creditors nor the other|beneficial interest holders of
these consolidated ventures have recourse to the general credit of the Corporation,
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The Corporation accounts for its interests in its nonconsolidated real estate entities by the equity method of
accounting or by the effective yield method, as appropnate and has accounted for the related income tax credits
and other tax benefits as a reduction in its income tax provision. As of December 31, 2006, the Corporanon had
net equity of $19.6 million in its nonconsolidated rea] estate entities. The Corporation has earned income tax
credits totaling approximately $97.7 million, $84.1 million and $71.8 million through 2006, 2005 and 2004,
respectively. As of December 31, 2006, total perman’ent financing debt for the nonconsolidated entities was
$283.5 million. A total of $35.0 million of the permanem financing debt is guaranteed by the Corporation and the
remainder of this debt is not supported or guaranteed{by the Corporation. Except for the guaranteed portion,
permanent financing debt is secured solely by the properues and is nonrecourse to the Corporation. From time to
time, temporary interim financing is guaranteed by the Corporation. In general, the Corporation’s interim
financing guarantees are eliminated at the time permanent financing is obtained. At December 31, 2006,
$49.3 million of temporary interim financing associated with these nonconsolidated . real estate entities was
guaranteed by the Corporation.

If the Corporation’s investments in its noncomollci]ated real estate entities were to be disposed of at their
carrying amounts, a pottion ‘of the tax credits may be recaptured and may result in a charge to earnings. As of
December 31, 2006, this recapture risk is estimated to be $36 6 million. The Corporation has no current intention of
disposing of these investments during the recapture penoq nor does it anticipate the need to do so in the foreseeable
future in order to satisfy any anticipated liquidity need. Acicordingly, the r'ec'aptgre risk is considered to be remote.

At December 31, 2006, the Corporation’s maximum loss exposure for its nonconsolidated real estate entities
is estimated to be $140.5 million and was comprised;of its net equity in these entities of $19.6 million, its
permanent financing guarantees of $35.0 million, its interim- financing guaranlees of $49.3 million and the
income tax credit recapture risk of $36.6 million.

Note 12. Leases and Commitments -
Leases . !

The Corporation has entered into operating leatlies for certain warehouse facilities, antomaobiles and
equipment. The future minimum obligations under operaling leases having a noncancelable term in excess of one
year as of December 31, 2006, are as follows:

‘ : ‘ Millions

Year Ending December 31: i
2007 ...l O $ 842
2008 - oo RSO 70.9
2009 . SO SO e 61.2
2000 Lot e T e 49.0
2001\ L 40.8
Thereafter . ........... ... ... . . il b 145.1
Future minimum obligations .. ... ... e e $451.2

Certain operating leases contain residual value guarantees, which provide that if the Corporation does not
purchase the leased property from the lessor at the end ofithe lease term, the Corporation is liable to the lessor for
the shortfall, if any, between the proceeds from the sale' of the property and an agreed value. At December 31,
2006, the maximum amount of the residual value guarantee was approximately $20 million. Management expects
the proceeds from the sale of the properties under the operating leases will exceed the agreed values.

Operating lease obligations have been reduced by approxlmalely $2 million for rental income from
noncancelable sublease agreements. -
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Consolidated rental expense under operating leases was $227.9 million, $l99.0 millicn and $195.9 million

Purchase Commitments

In conjunction with the Spin-off, the Corporation. entered -into. a long-term pulp supply agreement,with
Neenah Paper. Under the agreement, the Corporation has agreed to purchase dnnually. declining specified
minimum tonnages of pulp. During 2006, the pulp supply agreement was modified tlo decrease the Corporation’s
2007 minimum purchase obligation by approximately 25 percent. Minimum commumems under the agreement
are estimated to be approximately $216 million in 2007, $231 million in 2008, $1 2 million in 2009 and $121
million in"2010. The latter two years reflect the phase-down period described in the fol]owmg paragraph These
commitments represent 13 percent, 14 percent, 11 percent and 7 percent, respectively, of the Corporatlon s total
estimated requirements for virgin pulp The Corporauon purchased approximately $216 mllhon under that
agreement in 2006. :

+

" Under the agreemem the pnces for pulp will be based on published industry index prices, subject'to certain
minimum and maximum pnces less agreed-upon discounts, The commitments are, structured as supply-or-pay
and take-or-pay arrangements. Accordingly, if the Corporation does not purchase the specified minimums, it .
must pay for the shortfall based on the difference between the contract price.and any lower price Neenah Paper
obtains for the pulp, plus ten percent of the difference. If Neenah Paper does not supp]y the specified minimums,
it must pay for the shortfall based on the difference between the contract price apd any higher price that the
Corporation pays to purchase the pulp, plus ten percent of that difference. Either party can elect a two-year
phase-down period for the agreement, to begin no earlier than January 1, 2009{under which the minimum
commitments would be approximately $182 million in the first year and $121 million in the-second year. Either

party may terminate the pulp supply agreement for certain events specified in the agreement. |

The Corporation has entered into other long-term contracts for the purchase of
electricity. Commitments under these contracts are approximately $273 million in

$100 million in 2009, $75 million in 2010 and $54 million in 2011, Total commnme|

$262 million.

Although the Corporation is prirﬁaﬁiy liable for payments on the above-me

e .
pulp and utilities, principally
2007, $143 million in 2008,
nts beyond the year 2011 are

ntioned teases and purchase -

commitments, management believes the Corporation’s exposure to losses, if any, under lheqe arrangements is not

matenal

Note 13. Ceontingencies-and Legal Matters
. Contingency

Ong of the Corporation’s North American tissue mills has an agreement to provi
specified amount of electric power for each of the next 11 years. In the event that
Corporation would be required to continue to operate the power generation facility on

de its Idcal'utility company a
the mill was shut .down, the
behalf of its owner, the local' '

utility company. The net present value of the cost to fulfill this agreement as of December 31,-2006 is estimated to.
be approximately $107 million, Management c0n51ders the probability of closure of this mill o be'remote. -

Environmental Marrers

The Corporation has been named as a potentially responsible party under the provisions of the federal
Comprehensive Environmental Response, Compensation and L1ab1hty Act, or analogous state statutes, at a number

of waste disposal sites, none of which, individually or in the aggregate, in managemen
material adverse effect on the Corporation’s business, financial condition, results of op:
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~ Note 14. Synthetic Fuel Partnerships. .

]

The, Corporation has minority interests in two synthetic fuel partnerships. Although these partnerships are

(
variable interest entities that are subject to the require

ments of FIN 46R, the Corporation is not the primary

beneﬁcmry, and the entities have not been consohdated Synthetic fuel produced by the partnerships is eligible
for synthetic fuel tax credits through 2007. In addition, there are tax deductions for pretax losses generated by the
partnerships that are reported as nonoperating expense in the Corporation’s Consolidated Income Statement.
Both the credits and tax deducnom reduce the Corporation’s income tax expense. The tax credits begin to be

phased out as the average annual domestic price of oill
credits and deductions are shown‘in the_ following table:

a - f

Voo Lo

Nonoperating eXpense . . ........evrenienenennnnn. .
Taxcredits .. .................. P PN .
Tax benefit of nonoperating expense ............... .

Net synthetic fuel benefit . ....... SN e .
Per share basis—diluted ................. PR

exceeds certain statutory amounts. The effects of these

Year Ended December 31

2006 2005 2004
{Millions of dollé_rs)
$(65.5) 7 $(179.0) $(158.4)
$60.5 + $169.2 . %1444 .
255 860 651 2343 554 1998
$20.5 $ 553 $ 414
$ 04 5 .12 s .08

) The effects of the credits are shown separate}y in the Corporauon s reconciliation of the U. S. statutory rate

to its effecttve income tax rate in Note 15.

Because the paztnerships have received favorable private letter rulings from the IRS and because the

partnerships’ test procedures conform to IRS guidance,
partnerslnps is mlmmal '

Note 15. Income Taxes

the Corporation’s loss exposure under the synthetic fuel

An analysis of the provision for income taxes for income from continuing operations follows:

Current income taxes: .
United States . ............ ... ... ..........
State e e s

Deferred income.taxes:
United States ..................c..... ...
State e

Year Ended December 31
2006 2005 2004
(Millions of dollars}

...................... $347.8 $308.1 $192.0
...................... 328 669 354
...................... 2966 2061 2759

P Ceeiiiiie.... 6772 58101 5033

3

..... L aam (1186) 3058
...................... ©7)  (30.3) (20.7)
...................... (536) 62 (29.5)

N (208.0) (142.7) (19.4)_

S R $469:2 $4384 $4830




KIMBERLY-CLARK CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(

Continued)

Income from continuing operations before income taxes is earned in the following tax jurisdictions:

"Year Ended December 31

2006 2005 2004

(Millions of dollars)

4.

United States ... ......... ... $1359.7 $1,562.3 $1,578.1
- OLher COUNLTIES .« .ottt e et e e et e e 1485.2 406.6 625.3
Total income before income BERES .7 o e $_1844.9 $1,968.9 $2,203.4
Deferred income tax assets (liabilities) are composed of the following:
' December 31
2006 2005
. “(Millions of dollars)
Net current deferred income ‘ga_x asset attributable to:
ACCTUEd EXPEMSES ..\ ittt it e b $1447 § 1455
Pension, postretirement and other employee benefits .................. ... Lo 76.0 94.8
Invemory[ ..... - (38.7) (27.5)
OMEr BTN N , 415 19.0
Vuluanona]lowances...............................................] ..... (103) (8.4)
Net current deferred incometax asset .. ... ... i ' ..... $2192 § 2234
Net noncurrent deferred income tax asset attributable to: .
Income tax loss carryforwards ;............... o i S $311.8 § 23538
State tax credits .. ..o b 100.1 96.0
‘Pension and other postretirement benefits .. ... ... oo oL 215.7 . 222
Accumulated deprecmuon ............................................... (145.4) 3.7
OHhEr e 41.1 94.8
Vd!uauon al]ow.mccs .................................................... ‘(2454) - (224.4)
Net noncurrent deferred income tax asset included in other assets ... ... b L $2779 § 228.1
Net noncurrent deferred income tax liability attributable to: = .
Accumulated depreciation .. ... .. $(866.0) $(1,103.1)
Pension, postretirement and other employee benefits . ........ ... .. ..., L. 478.8 548.1
Foreigh tax credits and loss carryforwards ............................. Lo 354.5 484.1
Installment sales ... ... . . . . i e e S (189.4) (192.0)
o P b (533)  (702)
Valuation allowances . . .. .. .. SRR Lo aisny (2398
Net noncurrent deferred income tax liability ... .........oooiiieiiii i $(391.1) $ (572.9)

Valuation-allowances decreaqed $IO2 9 million in 2006 and mcrcaecd $221.6 mllllon in 2005. The decrease
in 2006 was related 10 excess foreign tax crédits. Valuation allowances at the end of 2006 primarily relate to the

realization of excess foreign 1ax credits in the U.S. and income tax loss carryforwa
potentially are not useable primarily in jurisdictions outside the U.S. If -not util
$416.7 million of the loss carryforwards will expire from 2007 through 2026. The
~ no expiration date.

Irds of $884.2 million, which
zed against taxable income,’
remaining $467.5 million has

Realization of income tax loss carryforwards is dependent on generating.sufficient taxable income prior to

expiration of these carryforwards. Although realization is not assured, management believes it is more likely than
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not that all of the deferred tax assets, net of applicable valuation allowances, will be realized. The amount of the
deferred tax assets considered reatizable could be reduced or increased if estimates of future taxable income
change during the carryforward period.

Presented below is a reconciliation of the income|{tax provision computed at the U.S. federal statutory tax
rale to the provision for income taxes.

| Year Ended December 31

| 2006 i 2005 2004
JAmount  Percent Amount Percent  Amount  Percent
H (Millions of dollars)

Income from continuing operations before income

BAXES . ottt e $1,844.9 $1,968.9 $2,203.4
Tax at U.S. statutory rate applied to income from ! .

continuing operations .. ..........ovuvenn... $ 6457 350% % 689.1 350% $ 7712 35.0%
State income taxes, net of federal tax benefit ...... 15.0 8 © 238 0 1.2 9.6 4
Taxes on American Jobs Creation Act dividends _ - - 55.5 2.8 — —
Synthetic fuelcredits ......................... (60.5) (3.3 (169.2) (8.6) (144.4) (6.6}
Recognition of additional prior year foreign tax

credits . ... e (359 (1.9 —_ — — —
Net operating losses realized ................... (8.0) .4) (14.2) (7 (9.2) (4)
Other—net® ... ... . (87.1) (4.8) (146.6) (7.4) (143.3) (6.4)
Provision for income taxes +........... e $. 469.2 254% $ 4384 223% $ 4839 22.0%

|
(a) Other—net is comprised of numerous items, none of which is gre:iuer than 1.3 percent of income from continuing operations.

The 2004 American Jobs Creation Act (the * Acl")lprovided among other things, for a one-time deduction
for certain foreign earnings that are repatriated to and reinvested in the United States. During 20035,
Corporation repatriated approximately $985 million of prewously unremitted earnings of certain of its non- U S
subsidiaries under the provisions of the Act. As a result the Corporation recorded income tax expense and
a related income tax liability of approximately $55.5 million in 2005,

. At December 31, 2006, U.S. income taxes have not been provided on approximately $4.4 billion of
unremitted earnings of subsidiaries operating outside ithe U.S. These earnings, which are considered to be
invested indefinitely, would become subject to income tax if they were remitted as dividends, were lent to the
Corporation or a U.S. affiliate, or if the Corporation were to sell its stock in the subsidiaries. Determination of the
amount of unrecognized deferred U.S. income tax ha'blhty on these unremitted earnings is not practicable
because of the complexities associated with this hypolhcucal calculation.

The Corporation accrues liabilities in current |income taxes for polentlal assessments, which at
December 31, 2006 and 2005 aggregated $237.2 million and $268.8 million, respectlve]y The decrease was due
to prior year tax audit settlements. The accruals rel.ne 10 uncertain ‘tax positions in a variety of taxing
jurisdictions and are based on what management be]1evcs will be the ultimate resotution of these positions. These
liabilities may be affected by changing interpretations of laws, rulings by tax authorities, or the expiration of the
statute of limitations. The Corporation’s U.S. federal income tax returns have been audited through 2003. IRS
assessments of additional taxes have been paid [hrmll;,h 1998. Refund actions are pending with the IRS
Examination Division or Appeals Office for the years l|993 through 1998. Management currently believes that
the ultimate resolution of these matters, individually orin the aggregate, will not have a material effect on the
Corporation’s business, financial condition, results of operations or liquidity.
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Note 16.. Earnmgs Per Share ) ;' N . - -

A reconéiliation of the average number ‘of commnn shares outstandmg used in the basic and diluted EPS
R A P

)
LAY

¢

L . Average Common Shares Qutstanding.
- ) 7 T2006 2005 2004
: P .;--"“',. : L e (Millions)

Basic ........ FETR USRI 458.5 4740 4952
Dilutive effect of stock optlons ................... I 9 P 2.6 34
Dilutive effect of- restncted share awards .. ... . NN Ceeee ceee 1.2 .8 6

Diluted ... e R L. 4616 4774 4992

Optinns outstanding that were not included in the. com;iutati'on'of diluted EPSbecause their exercise price
was greater than the average market prtce of the common shares are :,ummarlzed below:

K

Deserlpllon =T T ' TN T 006 e | 2008 2004

' _;Average number of share’ equwalents (mllllons) ....... PO T 9.1 5.4
Weighted-average exercise price.. . ... ..0................:'$ = 6648 ") - 6658 % 70.13
Expiration date of options ™. . -.. .. ....«.... e wivon <2007 62015 2007102015 2007 to 2012

Optlonq outstanding at year-end i e e . 82 8.8 54
' The number of common shares outstanding as of December 31 2006 2005 and 2004 fwas 455.6 million,

i

Note 17. Busmess Segment and Geographlc Data Informatwn

»

.. The Corporatlon is orgamzed into operatmg segments . based on product groupmgs These operatmg
segments.have been aggregated into four reportable global business segmentq Personal Care; Consumer. Tissue;

. KC Professional & Other; and Health Care. The reportable segments were determmed in accordance with how
the Corporation’s executive managers- develop and execute the Corporanon s global strategleq to drive growth
" +.. and profitability of the Corporauon s worldwide Personal Care, Consumer Tissue, K-C Professional & Other and - '

Health" Care operations. These atrategles include global plans for brandmg and product positioning, technology,

‘research and development programs, cost reducnons mcludmg supply chain mdnagemenl and capacity and
-»'capltal investments for each of these businesses. Segment management 'is evaluated lon.several factors, including
“.operating profit. Segment operating profit excludes other income and “(expensé), net; mcome and expense not

associated with the business segiments; and the costs of.corporate decisions related t the stratégic cost reductions

" described in-Note 2. Corporate & Other Assets‘include the Corporation’s mvestments in equity affiliates, finance

operations and real estate entities, and deferred tax assets. The accountlng p0]1c1eq ofthe reportable segments are
the same as those described in Note l “h - -

The prlnClpal sources of revenue in each g]obal buqmess segment are deecnbed below.

. The Personal Care segment manufacturee and markets dlsposdble dlaperq trammg and youth pants and
) swimpants; baby wipes; feminine and incontinence care products; and related products. Products in this
. ségment are prlmarlly “for household .use and.are’ sold undér-a varlety of brand mames, including

* Huggies, , Pul] Ups L1tt1e Swimmers, Gooletes Kotex nghtdayq Depend Ponse and other brand
names. - . .ot R : oo .

o The Consumer Ttssue segment manufactures dl’ld markets - facnal and bathroom tlsisue -paper towels -
napkms and related products for household use. Products i this segment are sold under the Kléenex,
Scott, Cottonelle, Viva, Andrex, Scottex, Hakle; Page and other:brand names. -, ' '
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*+ The K-C Professional & Other segment manufactures and markets facial and bathroom tissue, paper
towels, napkins, wipers and a range of safety prloducts for the away-from-home marketplace. Products in
this segment are sold under the Kimberly-Clark, Kleenex, Scott, WypAI] Kimtech, Kleenguard and

Kimcare brand names.

*» The Health Care segment manufactures and |markets health care products such as surgical gowns,
drapes, infection control .products, sterilizat,ion wrap, disposable face masks and exam gloves,
respiratory products and other disposable medical products. Products in this segment are sold under the

Kimberly-Clark, Ballard and other brand name§

Approximately 13 percent of net sales were to Wa] Mart Stores, Inc. in 2006 2005 and 2004, primarily in

the Personal Care and Consumer Tissue businesses. -

Information concerning consolidated operations by business segment and geographic area, as well as data

for equity companies, is presented in the following tables:
Consolidated Operations by Business Segment

Personal Consumer Pml!;gonal Health s:;;lt':g;!t Corporate  Consolidated
Care TISSLIE & Other Care - Sales & Other Total
(Millions of dollars) '
Net Sales :
2006 ...................... 56,7409 $5982.0 $2,718.7 $1,331.8 $ (58.8)% 323 $16,746.9
2005 ... ..., e 6,287.4 5,781{3 2,595.7 1,226.1 (19.3) 31.4 15,902.6
2004 ... e 5,975.1 5,343%0 27577 1,200.2  (217.1) 24.3 15,083.2
Operating Profit® -‘
2006 ...................... 1,302.5 772.6 437.1 246.2 —_ (656.9)® 2.101.5
2005 ... 1,242.2 805!8 4469 - 2263 — 410.6)®  2.310.6
2004 ... e 1,253.2 803!1 387.1 269.5 — (206.5) 2,506.4
Depreciation and Amortization ' ’
2006 ......... A . © 2663 273.7 125.1 41.5 —_ '226.2 932.8
2005 . 2674 3010 1346 5350 — 88.0 844.5
2004 ... 2869 - 310.7 140.8 53.2 — 8.7 800.3
Assets ’ . - )
2006 ... 5,026.5 6,032.2 24067 2,356.2 — L2454 17,067.0
2005 .. ... e 4,650.7 5,672!.9 23614 22175 — 1,400.7. 16,303.2
2004 ......, e 4,813.3 35,881l5  2,511.0 2,234.2 — 1,578.0 17,018.0
Capital Spending - \ 7 '
2006 ... . 3540 4558 128.8 42.4 —_ N | 972.1
2005 o 2979 2966 87.3 27.7 — 1 709.6
2004 ..l s 2425 20213 64.2 25.2 — 8 535.0

@ Segment operating profit excludes other income and (expense), net and income and expenses not a:socmted with the business segments.
) Corporate & Other includes expenses not associated with the business segments, 1ncludmg the tollowmg amounts of prctax charges for

the strategic cost reductions:

Personal Consumer Pmi!;sfi:onal ’ H'ealth
Care ' - Tissue & Other Care Total
(Millions of dollars) '
Corporate & Other : ‘ : '
2006 ... i $(2455)  $(139.6) $(40.8)  $(50.5) $(476.4)
2005 .. 1 .. (146.0)  (31.3)- (13.1) (38.2) (228.6)

Additional information concerning these costs is contained in Note 2.
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Sales of Principal Products

P
1

Consumer tissue products
Diapers
Away-from-home professional products
All other

Consolidated

Consolidated Operations by Geographic Area

4

Continued)

2006 2005 2004
(Billions of dollars)
$59 $57 $53

36 33 '32
25 24 23
47 45 43
$16.7 $159 $I15.1

Asia,
" Inter- Total Latin - [nter- :
United geographic  North America geographic Corporate Consolldated
States Canada Items™  America Europe & Other Items & Other - Total -
{Millions of dollars) PR
Net Sales - ) . PO v .
2006 .............. $9,405.6 $538.0 $(249.2) $9,694.4 $3,153.4 $4,480.9 $(§81.8) $ — $16,746.9_
200 ... 0, 9,093.1 5l64 (254.7) 93548 3,072.8 40192 5442y - — 15,902.6
2004 ...l 8.683.5 9110 (554.4) 9,040.1 3,0983 34888 (544.0) —_ 15,083.2
Operating Profit® - . ‘ 1 - N
2006 .............. 1,856.2 1428 —_ 1,999.0 211.1 - 5483 — 656.9)  2,101.5
2005 ... .. 1,973.5 107.7 — 2,081.2 165.9 474.1 — (410.6)  2310.6
2004 ... ...l 1,953.1 1220 . — 2,075.1 2210 4168 ' | — = (206.5) - 2,506.4
Net Property o T ' -
2006 .............. 4,132.6 33.7 —_ 4,166.3 1,591.3 19272 —_ — 7,684.8
2005 ... .. 4,082.0 82.1 —_ 4,164,1. 1529.5 1,801.1 — —_ 7,494.7
2004 ..., 41778 103.5 — 4,281.3 1,875.2 1,834.0 —_. —_ 7.990.5

(@) Intergeographic net sales include $48.4 million, $59.4 million and $368.0 million by operaunns inC
2004, respectively.

(b} Geographic operating profit excludes other income and (expense), net and income and expenses not associated with geographic areas. -

anada to the' U.S. in 2006, 2005 and

[(3] Corporate & Other includes expenses not associated with geographic areas, including the fo]]o“;ing“amoums of pretmi charges for the

strategic cost reductions:

Asia, Latin  +*
United . America &
States ° Canada | Europe Other Total
(Millions of dollars)

Corporate & Other :
2006 .. e e $(226.5) $(16.7) |5(195.5)  $(37.7)  $(470.4)
2005 L e (59.9) (25.0) | (113.5) (30.2)" - (228.6)
Additional information concerning these costs is contained in Note 2.

Equity Companies’ Data o
Cor‘poration’s
Gross Operating  Net ©  Share of Net
Net Sales  Profit Profit Income Income
(Millions of doflars}

2006 ... e $2,275.1 $8152  $668.3 - $456.2 , 5218, 6

2005 .. 21150 7300 4412 286.1 136.6

2004 e e 1,8230 6351 433.3 1248

(a}
.-business of approximately $46 million.
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Equity companies, primarily in Latin America, ar
and Consumer Tissue businesses.

NCIAL STATEMENTS—(Continued)

Stock-

Non- . ~ Non-
Current Current  Current Current  holders’
Assets Assets  Liabilities Liabilities  Equity
(Millions of dollars) '
...... $879.6 $905.1 $667.4 $465.5 $651.8
...... 869.7 - 992.1 564.6 5134 7839
...... 821.7 9311 . 53255 475.5 751.9

e principally engaged in operations in the Personal Care

At December 31, 2006, the Corporation’s equit
Kimberly-Clark Lever, Lid. {India) (50%), Kimberly- Cl

y companies and ownership interest were as follows:
ark de Mexico, S.A.B. de C.V. and subsidiaries (47.9%),

Olayan Kimberly-Clark Arabia (49%), Olayan Klmberly -Clark (Bahram) WLL (49%) and Tecnosur S.A.

(Colombia) (34.3%).

Kimberly-Clark de Mexico, S.A.B. de C.V. is part

tally owned by the public and its stock is publicly traded

in Mexico. At December 31, 2006, the Corporation’s i:?vestr'nem in this equity company was $328 million, and
the estimated fair value of the investment was $2.5 biilion based on the market price of publicly traded shares.

Note 18, Supplemental Data (Millions of dellars)

Supplemental Income Statement Data

Advertising expense
Research expense
Net foreign currency transaction losses

Supplemental Balance Sheet Data

Summary of Accounts Receivable, net

Accounts Receivable:
From customers
Other

Total

Accounts receivable are carried at amounts that app

Summary of Inventories

December 31
2006 2005 2004
........................ $438.4 $451.0 $421.3
b 3012 3195 2797
L 227 500 262

December 31
2006 2005

$2,142:2 $1,930.6
253.2 228.8
(58.7) (57.5)

$2,336.7 $2,101.9

roximate fair value.

December 31

Inventories by Major Class:

At the lower of cost determined on the FIFO or wei
market:

Raw materials .......... e

Workinprocess ............... ... ...,

Finished goods

Supplies and other

Excess of FIFO or weighted-average cost over LIFO cost

Total

2006 2005
ghted-average cost methods or
............................ $ 3983 $ 3389
S 298.6 2367
| 1,263.4  1.1289
........................... 242.6 2323
22029 19368
........................... (1984) (184.7)

$2,004.5 $1,752.1
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FIFQ or weighted-average-value of total inventories dclermmecl on the LIFO method were $936.0 million

and $857.6 million at December 31, 2006 and December 31, 2005, respectively.’ -
- " December 31
Summary of Properly.APlanl and Equipment, net 2006 2005
Property. Plant and Equipment: T
Land . ..o e e e $ 2415 $ 2574
Buildings ... ..o . ot . 2,432.3 23497
Machinery and eqUIPMEnt . ... ... e --12,130.7 11,6178
Construction IN PrOEIESS ... ...\ tu it iaaa et . 600.4 391.3
154049 - 14,616.2
Less accumulated depreciation . ... ... . ... e (7,720.1) (7,121.5)
TOAl .« oo vv e e | .. $ 76848 $ 74947
. e December 31
Summary of Accrued Expénses 2006 2005
Accrued advertising and promotion ........... POT Y $ 3332 § 2603
Accrued salaries and wages . ................ ... e Lo 404.5 3771
Accrued expenscs—strateglc COStTedUCHiONS . ... ut e e L. 111.2 282 .
OWMET - .. oo e e e e e - 7549 7340
TOWL e ettt el $1,603.8 $1,399.6

‘Supp!emenml' Cash Flow Statement Data

Summary of Cash l“ Tow Effects of Dtcrease (lmrtasa) in

Operating Working Capital®® | 2006+ 2005 2004}
ACCOUNLS TECeIVABIE . .o e $(231.4) § (41.9) $(135.9)
U IVENTOIIES © . o vttt e et e e e e e e e (252.4) (81.1) (192.9)
Prepaid eXpenses ...t 19.6 (10.6) 27.0
Trade accounts payable .. ... .. ..o e 150.1 ;  51.1 ° 994
Other payables ... ... 292 - 456 (22.5) -
Accrued BXPENSES . ... oot e 268.2 29y 107.1
TACCrIEd INCOME TAXES .« . ottt ittt it i ey (65.0) 13.6 163.9
Derivatives .. .. ..ourtit e P ' (1.2)- 53 (294)
CUITENICY . o o ottt e e et et e e e e e e e ' $8.0 - (159.2) . 78.]
Decrease (increase) in operating working capital .. 7. ... .. ... oo oo $ 51 $(180.1) $ 94.8

Other Cash Flow Data

‘Interest paid
Income taxes paid

- 75

Year Ended December 31

Year Iindéd December 31
2006 2005 2004

$2345 '$1958 $1753
7089 5907  368.7
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! . Cow e o ‘ N Year Ended Decemher 31
Interest Expense . . - . - 2006 2005 - 2004
Gross interest cost ... ......... .. S [ R $234.6 $197.5 $169.0
Cap1tahzed mterest on major constructmn projects . . . b e (14.3) (7.3) 6.5)
Interest expense ........ P [ S PR e L. $2203 $190.2 $162.5

i

(a) Excludes the effects of acquisitions and dispasitions.

v

(b) ‘Excludes the effccts of the Spln off.

Cash used for investing and financing activities for discontinued operations was approximately $35 million in
2004. . ' “

»

Note 19. Unaudited Quarterly Data

T 2006 2005
] Fourth Third  Second First Fourth Third  Second First

. : o ' | (Millions of dollars, except per share amounts)
Netsales ................. P $4,307.2 $4,2104 $4,161.4 $4,067.9 $4,008.9 $4,000.8 $3,987.1 $3 905.8
Grossprofit .......................... 1,3659 1 27:5 5 1,287.6 1,153.1 12896 11564 13226 13066
- Operating profit .. ... e . 6106 5264 544.1 4204 5722 4646 6362 637.6

Income before cumulative effect of )
accounting change .. ............ I 4826 3642 3776 2751 3334 3253 4218 4501
Net income . . ............ o P . 4826 3642 3776 2751 371.1 3253 421.8  450.1
Per share basis: - : ' ) . )
Basic

Income before curnulative
effect of accounting | P . ,
change ................ : 1.06 .80 82 60 . 82 <« 69 .88 .94
Net income ...:.......... L 106 8o 82 60 79 69 . 88 94

Diluted oo

Income before cumulative
effect of accounting |
change ................ 1.05 .79 82 .60 .82 .68 .88 93

Netincome ............... 1.05 179 82 60 79 .68 88 93

Cash dividends declared per share . . .... ... 49 1.49 .49 49 45 45 45 - 45
Market price per share: - l . ] .
O High oo ... 6858 6576 6215 6175 6080 6499 6699  68.29
Low ... i 6500 5863 5696 5659 5560 5862 61.26 6333

CCHOSE e 6795 6536 6L70 57.80 5965 5953 6259  65.73




PARTII
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.+ REPORT. OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Kimberly-Clark Corporation:

“We have audited the-accompanying consolidated balance "sheetstof Kimberly-Clark Corporation and
subsidiaries. (the “Corporation™) as of December 3'1 2006 and 2005, and the relalel:'d consolidated statements of
income, stockholders’ equity, and cash flows for each of the three years in the peru.!Jd ended December 31, 2006.
Our audits also included the financial statement schedule listed in the Index|at Item 15. These financial
‘statements and financial statemem schedulc are the responsibility of the Corporanon s -management. Our
rec.pon%lblhty is_to express an oplmon on the ﬁnancml statemenl& and_ ﬁnancml qtatemenl SLhedule based on our
audits. . :

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. . An audit{includes examining, on.a test
basis, evidence supporting the amounts and disclosures in the financial statements: An audit also includes
asses%mg the accountmg principles used and SIgmﬁcam estimates made by manalgemcm as well as evaluating
the overall financial statement. presentation. We believe that our audits provide a reasonable basis for our
oplmon

In our Opll'll()n such comohdalcd ﬁnancml statemem'-‘. prcsenl falrly, in all materlal respects, the financial
position of Kimberly-Clark Corporation and subsidiaries at December 31, 2006 and 2003, and the results of their
operations and their cash- flows for each of the three years in the period ended Decémber 31,2006, in conformity
with accounting principles generally accepted in the United States of America. AISB in our opinion, the financial
_statement schedule, when:considered in relation to the basic consolidated financial statements taken as a whole,

presents fairly. in all material respects,.the mformauon sel forth therein. ;

As dlscussed in Notes | and 7 to the consolidated financial statements, on Jan vary 1, 2006, the Corporation
adopted the provisions of Statement of Financial Standards No. 123(R), Share-Based Payment, and on
December 31, 2006, the JCOIpOI‘dllQD adopted the provisions of Statement of Financial Accounting Standards
No. 138, Employér.v’. Accounting for Defined Benefit Pension and Other Postretirement Plans. Also as discussed
in Note 1, on December 31, 2005, the Corporation adopted the provisions of Fihancial Accounting Standards
Board Interpretation No. 47, Accounting for Conditional Asset Retirement Obh‘gmifl ns.

A . o

We have also audited, in accordance with the standards of the Public Compan y Accoun'ling Oversight Board
{United States), the effectiveness of the Corperation’s’ internal control over financial reporting as of
December 31, 2006, based on the criteria established in /nternal: Contml——-lmegraled Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission and our rtleporl dated February 20, 2007
expressed an unqualified opinion on management’s assessment of the effectiveness of the Corporation’s internal
control over financial ‘reporting and an unquahﬁed opmlon on the effectiveness of the Corporation’s internal
Comrol over financial reporting.

/s/ DELOITTE & ToucHE LLP
- Deloitte & Touche LLP

- Dallas, Texas

February 20, 2007

R e
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE !

None.

ITEM 9A. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

As of December 31, 2006, an evaluation was perfor:med under the supervision and with the participation of
the Corporation’s management, including the Chief Executive Officer and Chief Financial Officer, of the
effectiveness of the design and operation of the Corporauon s disclosure controls and procedures. Based on that
evaluation, the Corporation’ § management, including thc Chief Executive Officer and Chief Financial Officer,
concluded that the Corporation’s disclosure controls and procedures were effective as of December 31, 2006,

Internal Contro! Over Financial Reporting
Management's Report on the Financial Statements |

|
Kimberly-Clark Corporation’s management is rcsp:unsible for all aspects of the business, iricluding the
preparation of the consolidated financial statements in this annual report. The consolidated financial statements
have been prepared using generally accepted accounting‘princip[es considered appropriate in the circunistances
to present fairly the Corporation’s consolidated‘_ﬁnanciz’ll position, results of operations and cash flows on a
consistent basis. Management also has prepared the otherjinformation in this annual report and is responsiblé for
its accuracy and consistency with the consolidated financial statements.

As can be expected in a complex and dynamic busmess environment, some financial statement amounis are
based on estimates and judgments, Even though eqilmates and judgments are used, measures have been taken to
provide reasonable assurance of the integrity and rehabllny of the financial information contained in this annual
report. These measures include an effective control-oriented environment in which the internal audit function
plays an important role and an Audit:Committee of the BO-ll'd of Directors that oversees the financial reporting
process. The consolidated financial statements have been dudlted by the independent registered public accounting
firm, Deloitte & Touche LLP. During its audits, Delome & Touche LLP was given unrestricted access to all
financial records, including minutes of all meetings ?f stockholders and the Board of Directors and all
committees of the Board. Management believes that all representations made to the independent registered public
accountants during their audits were valid and appropriate!

Audit Committee Oversight and the Corporation’s Code of Conduct

The Audit Commitiee of the Board of Directors, whi:ch is composed solely of independent directors, assists
the Board in fulfilling its responsibility for oversight of the quality and integrity of the accounting, auditing and
financial reporting practices of the Corporation; the audits of its consolidated financial statements; and internal
contrel over financial reporting. The Audit Committee rev1cw'§ with the auditors any relationships that may affect
their objectivity and independence. The Audit Commmec also reviews with management, the internal auditors
and the independent registered public accounting firm the quality and adequacy of the Corporation’s internal
control over financial reporting, including compliance matters related to the Corporation’s code of conduct, and
the results of the internal and external audits. The Audit Commitiee has reviewed and recommended that the
audited consolidated financial statements included in this repon be included in the Form 10-K for filing wnh the
Securities and Exchange Commission.

The Corporation’s code of conduct, among other things, contains policies for conducting business affairs in
a lawful and ethical manner everywhere it does business, for avoiding potential ¢onflicts of interest and for
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preserving conhdentmllty of mlormatlon and business idéas. Internal controls have been 1mplemented to prowde
reaqonable assurance that the code of conduct i$ followed.

L
-

Managemem s Repurt on- lmerna! C(mrml Over Financial Reporting

Management is responxlble For establlshmg and mamlammg an adequate system of internal control over

financial reporting, including xdfeguardmg ‘of ‘assets against unaulhonzed acqumulon use or dlsposnmn This

- system is designed to provide reasonable assurance 10 management and the Board of Directors regarding
" preparation of reliable published finaricial statemems and safeguarding of the Corpcl)ratlon s assets. This system ,

~18 \upported with written policies’ and proccdures contains self-monitoring mechanisms and” is audited by the

internal audit funcuon Appropnate actions are taken by management 1o corrc:t,t deficiencies as they are
identified. All internal control systems’ “have mherent limitations, including the possibility of circumvention and
“overriding of controls, and, therefore,, can _provide only reasonable assurance as to the rellablluy of financial
statement prepamllon and quch asset safez,uardmg L TR

. The Corporation has, assewed the effectweness of its internal congrol over financial reporting as of
' December 31, 2006. In' makmg this assessment, it used the criteria described in “Internal Comro[—hzregrared
Prameworkf issued by the Commmee of Sponsoring Organizations of the Tleallway Commission (COSO)
Based on this assessment, managcment believes that as of December 31, 2006, the Corpordlmn s internal comrol
over linancial reporting is effective. ‘
Deloute & Touche LLP has issued its attestation report on mdndgemem s assessment and on the
effectweneqs of the Corporauon s intérnal control over ﬁnancm] reporting. That atles muon reporl appears below

/s Thomas J, Falk* -~ " - * s/ Mark A. Buthman '*
“Thomas J.Falk ~ L | Mark A. Buthman . ‘
Chalrman of the Board dnd T . -Senior Vice Presidentand -

"Chief Executive Officer _ A __ Chief Financial Officer o

February 20; 2007 . — T - . ‘
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of
Kimberly-Clark Corporation:

We have audited management’s assessment, included in the accompanying Managemem s Report on
Internal Control Over Financial Reporting, that Klmberly Clark Corporation and subsidiaries (lhe ‘Corporation’™)
maintained effective internal ¢ontrol over financial reporting as of December 31, 2006 based on criteria
established in Internal Control—Integrated F ramework issued by the Committee of Sponsoring Organizations of
the Treadway Commission. The Corporation’s management is responsible for maintaining effective internal
conirol over financial reporung and for its assessment of the effectiveness of internal control over financial
reporting. Our responsibility is to ‘express an opinion on management’s assessment and an opinion on the
effectiveness of the Corporation’s internal control over f:mancial reporting based on our audit.

We conducted our audit in accordance with the s:landards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over ﬁnancial'reporting was maintained in all material respects. Qur
audit included obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design-and operalmg effectiveness of internal control, and performing such
other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed by, or under the supervision of,
the company’s principal executive and principal financial officers, or persons performing similar functions, and
effected by the company’s board of directors, management, and other personnel to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting prmc;ples A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain lo the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dlspoemons of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the
company’s assets that could have a material effect on the|financial statements.

Because of the inherent limitations of internal comrol over financial reporting, including the possibility of
collusion or improper management override of controls, Imatenaf misstaternents due to error or fraud may not be
prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal
control over financial reporting to future periods are subject to the risk that the controls may become inadequate
because of changes in conditions, or that the degree] of compliance with the policies or procedures may
deteriorate.,

In our opinion, management’s assessment that the {Corporation maintained effective internal control over
financial reporting as of December 31, 2006, is fairly| stated, in all material respects, based on the criteria
established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission. Also in our opinien, the Corporation maintained, in ali material respects, effective
internal control over financial reporting as of December; 31, 2006, based on the criteria established in Internal
Control—Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission.
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We have - also audited, in accordance with the qtandards of the Public Company

Accountmg Oversight Board

(United Siates); the consolidated financial statements and financial statement schedule of the Corporauon as of
and for the year ended December-31, 2006 and our report dated February 20, 2007 expressed an unqualified
opinion on those financial statements and financial statement schedule and mcluded an explanatory paragraph
regardmg the adoption of Statement of Financial Accounting Standards No. 123(R) Share-Based Payment, on

January 1, 2006, the adoption of Statement of Financial Accounting Standards No.

158, Employers” Accounting

Sfor Defined Benefit Pension and Orher Postretirement Plans, on December 31, 2006, and the adoption of
Financial Accounting Standards Board lnterpretauon No. 47, Accoszmg for Condmanal Assel Reuremem

Obhganom on December31, 2005

Isf DELOITTE & ToucHE LLP.

Deloitte & Touche LLP
Dallas Texas .
February 20, 2007

Changes in Internal Control Over Financial Reporting

+

3

There_have been no changcs in the Corporation’s internal control over ﬁnanc1a1 reporting identified in
connection with the evaluation described above in “Management’s Report on Internal Control Over Fmancnal

Reporting” that occurred during the Corporation’s fourth fiscal quarter that had
reasonably likely to materially affect lhe Corporation’s internai conirol over financ

ITEM9B. OTHER INFORMATION

None

'y
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PART II1

ITEM 10. DIRECTORS,-EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The section of the 2007 Proxy Statement capt‘ioned “Certain Information Regarding “Directors and
Nominees” under “Proposal 1. Election of Directors’ ||dent1f es members of the Board of Directors of the
Corporatlon and nommees and is incorporated in this Item 10 by reference. -

The names and ages of the executive officers of the Corporation as of February 22, 2007, together with
certain biographical information, are.as follows:

Robert E. Abernathy, 52, was elected Group President—Developing and Emerging Markets in 2004. He is
responsible for the Corporation’s businesses in Asia, Latm America, Eastern Europe, the Middle East and Africa.
Mr. Abernathy. joined the Corporation in 1982. His past responsibilities in the Corporation have included
operations and major project management in North Ame[;lca. He was appointed Vice President—North American
-Diaper Operations in 1992; Managing Director of Kimberly-Clark Australia Pty. Limited in 1994; and Group
President of the Corporation’s Business-lo-Business segmenl in 1998. He is a director ‘of The Lubrizol
Corporation. -

Joanne B, Bauer, 51, was elected President—Global Health Care in- 2006. She is responsible for the
Corporation’s global health care business, which includelq a variety of medical supplies and devices. Ms. Bauer
joined the Corporal:on in 1981. Her past responSIbllltles have included various marketing and management
positions in the Adult Care and Health Care businesses. She was appointed Vice President of KimFibers, Ltd. in
1996; Vice President of Global Marketing for Health Care in 1998; and President of Health Care in 2001.

Robert W. Black, 47, was elected Semor Vice Pre51dent and Chief Strategy Officer in 2006. He is
responsible for leading the development, execution and n‘mmtormg of the Corporation’s strategy and for helping
to accelerate the Corporation’s initiatives to enhance global competitiveness. In December 2006, Mr. Black also
assumed responsibility for the Corporation’s‘innovatio'n efforts. Prior to joining Kimberly-Clark in 2006,
Mr. Black served as Chief Operating Officer of Sammon Enterprises, a multi-faceted conglomerate, from 2004
to 2005. He held various senior leadership. positions| in marketing, strategy, corporate development and
international management with Steelcase, Inc., an office furniture products and related services company, from
1994 10 2004. '

Mark A. Buthman, 46, was elected Senior Vice President and Chief Financial Officer in 2003.
Mr. Buthman joined the Corporation in 1982. He has he!d various positions of increasing responsibility in the
operations, finance and strategic planning areas of the Corporauon Mr. Buthman was appointed Vice President
of Strategic Planning and Analysis in 1997 and Vice President of Finance in 2002."

Thomas J. Falk, 48, was elected Chairman of the Board and Chief Executive Officer in 2003 and President
and Chief Executive Officer in 2002, Prior to that, he xerved as President and Chief Operating Officer since
1999. Mr. Falk previously had been elected Group Premdent—Global Tissue, Pulp and Paper in 1998, where he
was responsibie for the Corporation’s global tissue businésses. Earlier in his career, Mr. Falk had responsibility
for the Corporation’s North American Infant Care, ChlldlCare and Wet Wipes businesses. Mr. Falk joined the
Corporation in 1983 and has held other senior managemem positions in the Corporation. He has been a director
of the Corporation since 1999. He also serves on the IBoard of Directors of Centex Corporation, Grocery
Manufacturers of America, Inc. and the University of Wisconsin Foundation, and serves as a governor of the
Boys & Girls Clubs of America.

Steven R. Kalmanson, 54, was elected Group Presiden .Heis
_tesponsible for the Corporation’s consumer business in North America and Evrope and the re]ated customer
development and supply chain organizations. Mr. Kalmanson joined the Corporation in 1977. His past
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(Continued)

responsibilities have included various marketing and business management positions within the consumer
products businesses. He was appointed President, Adult Care in 1990; President, Child Care in 1991; President,
Family Care in 1994; Group President of the Corporation’s Consumer Tissue segment in 1995; and Group

President—Personal Care in 2004, . '

Ronald D. Mc Cray, 49, was elected Senior Vice President—Law and Government Affairs and Chief
Compliance Officer in 2004. His responsibilities inciude, the Corporation’s legal|affairs, internal audit and
government relations activities. Mr, Mc Cray joined the Corporation in 1987. He wis appointed Vice President
and Chief Counsel in 1996. He was clected Vice President and Secretary in ]999, Vice President, Associate
General Counsel and Secretary in 2001 and Senior Vice President—Law and Government Affairs in 2003. He is
a member of the Council on Foreign Relations.

Jan B. Spencer, 51, was elected President—Global K-C Professional in 2006. He is responsible for the
Corporation’s global professional business, which includes commercial tissue and \\!'ipers and skin care, safety
and Do-It-Yourself products. Mr. Spencer joined the Corporation in 1979. His past rclsponmblhues have included
various sales and management positions in Europe and the U.S. He was appomte:d Vice President Research,
Development & Engineering in the Away From Home sector in 1996; Vice Presnderln Wiper Business in 1998;
Vice President, European Operations, Engmeermg, Supply Chain in the K-C Professmna] sector in 2000;
President, KCP Europe in 2002; President, KCP North America in 2003; and Presideht—K-C Professional North
Atlantic in 2004,

The section of the 2007 Proxy Statement captioned “Corporate Governance Information—Board of
Directors and Board Committees” identifies members of the Audit Committee of the Board of Directors and an
audit committee financial expert, and is incorporaled in this Item 10 by reference.

The section of the 2007 Proxy Statement captioned “Section 16(a) Beneficial Ownership Repnmng
Compllance is incorporated in'this Item 10 by reference. ‘

The section of the 2007 Proxy Statement captioned “Corporate Governance lnl"ormation—Other Corporate
Governance Matters—Corporate Governance Policies” identifies how stockholdcr§ may obtain a copy of the
Corporation’s Corporate Governance Policies without charge and is mcorpordted in this Ttem 10 by reference.

The section of the 2007 Proxy Statement captioned “Corporate Governance Intormauon——Olher Corporate
Governance Matters—Code of Conduct” describes the Corporation’s Code of Conduct and identifies how
stockholders may obtain a copy of the Corporation’s Code of Conduct without charée and is incorporated in this
Item 10 by reference. .

The section of the 2007 Proxy Statement captioned “Corporate Governa'ncc Information—Board of
Directors and Board Commitiees” identifies how stockholders may obtain a copy of charters of the Audit,
Management Development and Compensation, and Nominating and Corporate Governance Committees of the

_ Board of Directors without chdrge and is incorporated in this Item 10 by reference.
. 4 1 ' .

ITEM 11. EXECUTIVE COMPENSATION .

The information in the sections of the 2007 Proxy Statement captioned “E;tuccutive Compensation™ and
“Corporate Governance Information—Compensation Committee Interlocks and Insider Participation” is
incorporated in this Item 11 by reference.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

AND RELATED STOCKHOLDER MATTERS .

The information in the section of the 2007 Proxy Statement captioned “Security Ownership of Management

and Certain Beneficial Owners” is incorporated in this Item 12 by reference,

exercise of options, warrants and rights under all of the Corporation’s equity compensation plans: as of

The following table gives information about the Corporauon s common stock that may be issued upon the

December 31, 20006.

] Number of securities
. o . remaining available for

Number of securities future issuance under
N to be issued upon Weighted-average  equity compensation
exercise of excercise price of plans {excluding
outstanding options, outstanding securitics reflected in
warrants and rights  options, warrants column (a))
. (in millions) and rights {in millions)
Plan category | (a) (b) ()
Equity compensation plans approved by
stockholderst . ... .. ... ... ...... .. ... ..., 29.83 $58.57 2423
Equity compensation plans not Jpproved by : .o :
stockholders™ .. ... ... .. ... B (&) - 63.009 8
Total ... . 299 - $58.58 250

n
2)

©)
@)

(&)

Includes the 1992 Equity Pammpanon Plan and 2001 Equity Participation Plan,

Does not include 2.2 million restricted share units gramted under the 2001 Equlty Pamupanon Plan. Upon vesting, a share of l'he
Corporation’s common stock is issued for each restricted share unit.

Includes 15.4 million shares that may be granted as restricied shares or restricted ﬁhare units under the 2001 Equity Participation Flan.

Includes the Qutside Directors’ Compensation Plan and certain|acquired eqmty compenqauon pluns. See below for description of the
Outside Directors” Compensatien Plan,

In¢ludes less than 30,000 options at a weighted-average exermae price of $94.96 granted undcr equity compensation plans assumed by
the Corporation in connection with acquisitions to honor exlstmg obligations of acquired entitics. The Corporation will not make any
additional grants or awards under such plans, alihough the terms 01' one acquired deferred compensation plan provide for issuance of ade
minimus number of shares of the Corporation’s common stock for reinvested dividends on deferred amounts.

Outside Directors’ Compemanon Plan. In 2001, the Corporation’s Board of Directors approved the Outside

Direciors’ Compensation.Plan, A maximum of 1,000 00{} shares of the Corporation’s common siock is available
for grant under this plan. The Corporation’s Board of Directors may grant awards in the form of stock, stock
appreciation rights, restricted shares, restricted share u'mls or any combination of cash, options, stock, stock
appreciation rights. restricted shares or restricted share uhits under this plan.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR

INDEPENDENCE )

The mformauon in the sections of the 2007 Proxy Smtement captloned “Transactions with- Related Persons”

|
and “‘Corporate Governance Information—Director Independence” is incorporated in this Item 13 by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information in the sections of the 2007 Proxy Statement captioned “‘Principal Accounting Firm Fees”

and “Audit Committee Approval of Audit and Non-Audit Services” under ‘‘Proposal 2: Approval of Auditors” is

incorporated in this ltiem 14 by reference.
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[

ITEM i5. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(a)’ Docrimenrs filed as part of this report.
L. Fmanudl statemenls

The ﬂnancra! statements are set forth under ltem 8 of this report on Form

27. Flnancml statement qchedu]eq ,

The followmg mformatmn 1s filed as part of this Form IO K and should be

financial statements contained in [tem 8:

R Yyt

. ‘

Report of Independent Registered Public Accounting Firm

Schedule for Kimberly-Clark (iorporalion and Subsidiaries:

caer

Schedule II Valuauon and Quahtymg Accounts:

i

i

read in conjunction with the
A
1

i
J
3

o .
E o RN

-l

ER

All other schedules have been omitted becauee they were not applicable. or because the required

information has been 1ncluded in the ﬁnanc:dl statements: ‘or notes thereto,

Exhibits.

¥

3.

Exhib{r No. (3a. -

. reference to Exhibit (3)a of the Corporation’s Annual Repo
ended December 31 ,2004.

Exhibit No. (3)b. ~

Restated Certificate -of Incorporation, dated June:12,-1997;
Series A Junior-Participating Preferred Stock, dated November 19 2004, meorporated by

N ]

i oo

and {Certificate’ Elimin‘atin'g -

it on Form 10-K for the year

By-Laws, as amended September'14, 2006, mcorporated by reference 1o Exhibit No. (3) of

the Corporanon s Current, Report on Form 8-K dated Seplember 14, 2006.

Extiibit No. (4).

- .the Securmes and Exchange Commlwon on requesl

1 *

Exhibit No. (10)a.

,Managemenl Achlevemem Award Program as amended a

Copres of instruments defining the rights of holders of long- lerm debt will be furmshed 10

4 t
. }

v

nd restaled mcorporated by

reference to EXhlbl[ {(10)a of the Corporation’s Annual Repon on Form 10-K for the year

. ended December 31, 2005,
Exhibit No. (10)b.

Executive Severance Plan, as amended and reslated mcorporated by 1 reference to Exhibit

No. (IO)b of the Corporation’s Currenl Report on Form S-K dated November 16, 2005.

‘Exhibit No. {10)c. = Sixth ‘Amended and Restated Deferred Compensation

Plzm for D1reclorx

Novembér 16, 2005, incorporated by reference to Exhibit (lO)c of the Corporatlon s

Ak
1

_ Annual Report on Form 10-K for the year ended December 31,
Exhibit No. (10)d:

.

(10)d of the Corporation’s Annual . Report on_ Form,
December 31, 2002. .

1992 Equity Panieipa[ion Plan, as amended, incorporated
(10)e "of the Corporalrons Annual Report onr Form
December 31, 2000. .

Exhibit No. (10)e.

1
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2005

Execunve thcer Achievement Award Program, mcorporaled by reference o Exhrblt No.

IOK for the year ended |

by reference to Exhibit No.
10:K- for the year ended

dated o
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Exhibit No. (10)f.

Exhibit No. (10)g.

Exhibit No. (10)h.

Exhibit No. (10i.

Exhibit No. (10);.

Exhibit No. (10)k.

Exhibit No. (101,

Exhibit No. (10)m.

Exhibit No. (10)n.

Exhibit No. (10)o.
Exhibit No. (10)p.
Exhibit No, (12).

Exhibit No. (21).
Exhibit No. (23).
Exhibit No. (24).
Exhibit No. (31)a.

Exhibit No. (31)b.

Exhibit No. (32)a.

Exhibit No. (32)b.

Deferred Compensation Plan, as amended and restated, dated December 31, 2005,
incorporated by reference to Exhlbll (1O of the Corperation’s Annual Report on Form
10-K for the year ended December 31, 2005.

Qutside Directors’ Stock Compemauon Plan, as amended, mcorporated by reference to
Exhibit No. (10)g of the Corporauon s Annual Report on Form 10-K for the year ended
December 31, 2002.

Supplemental Benefit Plan to the Kimberly-Clark Corporation Pension Plan, as amended,
dated December 31, 20035, 1nc0rp0rated by reference to Exhibit (10)h of the Corporation’s
Annual Report on Form 10-K for the year ended December 31, 2005,

Second Supplemental Benefit Plan to the Kimberly-Clark Corporation Pension Plan, as
amended and restated, daied |December 31, 2003, incorporated by reference to
Exhibit (10)i of the Corporation’s Annual Report on Form [(-K for the year ended
December 31, 2005.

Retirement Contribution Excess Benefit Program, as amended and restated, incorporated
by reference to Exhibit (10) of the Corporation’s Annual Report on Form [0-K for the
year ended December 3I 2005.

1999 Restricted Stock Plan, as amended incorporated by reference to Exhibit No. (10)k of
the Corporation’s Annual Report (}:n Form 10-K for the year ended December 31, 2000.

Outside Directors’ Compensation Plan as amended and restated, incorporated by reference
to Exhibit (10} of the Corporauon s Annual Report on Form 10-K for the year ended
December 31, 2005.

2001 Equity Participation Plan, as, amended, incorporated by reference to Exhibit (10ym of
the Corporation’s Annual Report on Form 10-K for the year ended December 31, 2005,

Form of Award Agreements under 2001 Equity Participation Plan, incorporated by
reference 1o Exhibit No. (10)n of the Corporation’s Annual Report on Form 10-K for the
year ended December 31, 2004,

Summary of Outside Directors’ 2007 Compensation pursuant to the Outside Directors’
Compensation Plan, filed herewith,

Global Business Plan Severance Pay Plan, incorporated by reference to Exhibit No. (10)p
of the Corporation’s Current Repoxl‘t on Form 8-K dated November 4, 2005.

Computation of ratio of earmngq to fixed charges for the five years ended
December 31, 2006, filed herewith.

Subsidiaries of the Corporation, filed herewith.
Consent of Independent Registered Public Accounting Firm, filed herewith.
Powers of Atiomey, filed herewnh

Certification of Chief Executive Offlcer required by Rule 13a-14(a) or Rule 15d-14(a) of
the Securities Exchange Act of 193‘4 as amended (the “Exchange Act”™), filed herewith.

Certification of Chief Financial Officer required by Rule 13a-14(a) or Rule 15d-14(a) of
the Exchange Act, filed herewith.

Certification of Chief Executive Officer required by Rule 13a-14(b) or Rule 15d-14(b) of
the Exchange Act and Section 1350 of Chapter 63 of Title 18 of the United States Code,
furnished herewith. |

|
Centification of Chief Financial Officer required by Rule 13a-14(b) or Rule 15d-14(b) of
the Exchange Act and Section 1350 of Chapter 63 of Title 18 of the United States Code,
furnished herewith.
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A ..~ . SIGNATURES

Pursuant to the requirements of. Sectlon 13 or lS(d) of the Securities Exchange Act éf 1934 the registrant
has duly caused this report to be sngned on’ ns behalf by the underslgned thereunto duly authon?ed

,‘.4

T KIMBERLY CLARK CORPORATION

A .

February 22, 2007 ' . s S e Byr /s/ MARK A. BUTHMAN
: ST e e o Mnrk"A Buthman ",
. Senior VICL Presndml and i
Chl(!f Plnanclal ()ﬂ'ur
-t ]

P . -.'_. .
L ,

Pursuant to the reqmrement‘; “of the Securmes Exchangc Act of 1934, this report has,becn slgned be]ow by

- the following perqonq on behalf of the regmtram and in the capacities and on the dates| md1c‘ated
s/ THOMAS J.FALK  “.ooer . ;Chalrman of the Board and Chief . _ ; February 22,2007
~ Thomas ). Falk - * Exectitive Officer and Director ' -
- i _ o (principal executive officer) o
ol LT /s/ MARK A. BUTHMAN " - ° Senior Vice President and Chief ~ February 22, 2007
s Mark A. Bathman -~ - ~Financial Officer P '
© {principal financial officer) ’ :
/s/ RANDY J..VEST E Vice President and Controller . February, 22,2007 "
Randy J. Vest ..., " (principal accounting officer) ' DR
e . 7 . . . .birectofs_
B - N Do - Bt -
ST ~ John'R.Alm - -‘-’5- S Cladio X, Gonzalsz BN
<0 o Dennis R Beresford . MaeC. Jemison '
: : - Joha F.. Bergstrom L -..James M. Jenness
' Abelardo E.Bru. - " Linda Johnson Rice
' . _Paqtord San Juan Cafferly‘ ' Marc J. Shapiro
. Robért W. Decherd . - G. Craig Sullivan
o\ - . By: fs/ RONALD D. Mc CRaY : February 22, 2007
Rt : Ronald D. Mc Cray, '
' Attorney-in-Fact
B
. i
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KIMBERLY-CLARK CORPORATION AND SUBSIDIARIES

|
SCHEDULE 11
VALUATION AND QUALIFYING ACCOUNTS
FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004

(Million$ of dollars)
Additions Deductions
Ba::.ance at * Chargedto  Charged Write-Offs Balance at
Beginning  Costs and to Other and ‘End of
Description of Period Expenses  Accounts’™  Reclassifications Period
December 31, 2006 . .
Allowances deducted from assets to which
they apply i -
Allowance for doubtful accounts ......  $35.8 117 $3.2 $ 11.8® $38.9
Allowances for sales discounts .. ... .. 21.6 274.6 9 277.3@ 19.8
December 31, 2005
Allowances deducted from assets to which
they apply
Allowance for doubtful accounts . ... .. St42.5 % B89 $(.6) $ 15.0®0 $35.8
Allowances for sales discounts ..., ... 20.1 2495 (7) 247.3@ 216
December 31, 2004 _ '
Allowances deducted from assets to which
they apply i _
Allowance for doubtful accounts . ., . . .. $47.9 $ 88 $4.0. $ 182000 $42.5
Allowances for sales discounts ... ;... 19.7 233.1 A 232.8@ 20.1

(a) Includes bad debi recoveries and the effects of changes in foreign currency exchange rates.

(b) Primarily uncollectible receivables written off.

{c) Includes $4.6 million of Neenah Paper bafances spun off in November 2004,

(d) Sales discounts allowed.




K]MBFRLY CLARK CORPORATION AND SUBS[DIARIES

: , SCHEDULE II |
VALUATION AND QUALIFYING ACCOUNTS
\FOR THE YEARS ENDED DECEMBER 31, 2006, 2005 AND 2004 i

R “ ‘

(Milllons of dollars)

4

L -

Addit’iom -

Lo

t

£

ot R ' e Balance at Charged to Charge(i Balance
. 1 ) Beginning  Costs and tu Other at End of
LT el Descnpuon of Period- Expenses  Accounts Deductions® Period
Decemher 31, 2006 "
Deferred Taxes .
Valuauon A]Iowancc ...................... $474.0 $(105.3)  $— - $ (2.4) $371.1
- December 31 2005 s )
- Deferred Taxes ~ '
Valuation Allowance ................... $2524  $ 2336 S . %5120 $474.0
December 31, 2004 ' B .
Deferred Taxes 7 o - I .
Valuation Allowance $247 9_ $ (12.4) . $— l, $(l69) $252.4

{a) Includes the net currcncy effects of translating valuauon al!owances at current rates under Slalemc?nl of Fmancual Accounung Standards
No. 52, Fnreagn Currency Tram[arrrm of $(1. 9) million in'2006, $134 mllhon in 2005 .md $(18. 4) mllllon in 2004 :
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I, Thomas J. Falk, certify that:

CERTIFICATIONS

1. Thave reviewed this annual report on Form 10-K of Kimberly-Clark Corporation (the “registrant™);

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements mac}e in light of the circumstances under which such
statements were made, not misleading with respect 10 the period covered by this report;

3. Based on my knowledge, the financial statements, ar}d other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in thisjreport;

4. The registrant’s other certifying officer and I are resri)onsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act-Rules 13a-15(e) and 15d-15(e)) and internal control

aver
have:

(a)

(b)

()

(d)

financial reporting (as. defined in Exchange ActRules 13a-15(f) and 15d-15(f)) for the registrant and

Designed such disclosure controls and procedurlcs -or caused such disclosure controls and procedures to
be designed under our supervision, to ensure that material information relating to the registrant..
including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared

Designed such mlemal control over financial reponmg, or caused such internal control over financial
reporting to be demgned under our supervision, to provide reasonable assurance regarding the
reliability of financial reporting and the preparauon of financial statements for external purposes in
accordance with generally accepted accounting principles;

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affec::led, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting: and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board
of directors (or persons performing the equivalent functions):

(a)

(b}

All significant deficiencies and material weakneslses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

Any fraud, whether or not material, that involvesimanagement or other employees who have a
significant role in the registrant’s internal controljover financial repomng

February 22, 2007 /s/{Thomas J. Falk

Th:omas J. Falk
Chief Executive Officer.
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. February 22, 2007 RS o /sf Mark A. Buthman

 CERTIFICATIONS

‘l MarkA Buthman cemfy that

.. Ihave reviewed this annual report on Form 10-K of Klmber]y -Clark Corporatio

I
n (the * rcgislram Y,

2. Basedon my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such

statements were made, not misleading with respect to the period covered by this

report;

3. Based on my knowledge, the financial statements, and other financial inform‘atifon included in this report,
fairly present in all material respects the financial condition, results of operatlom and cash flows of the

reglstmnt as of, and for, the periods presented in this report;

4. The registrant’s other Femfymg officer and I are responsible for establishing an
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-
over financial reportmg (as defined in Exchange Act Rules 133-]5(f) and 15d-1
have

{a)’ Designed such disclosure controls and procedures, or caused such disclosu
be designed under our supervision, to ensure that material information rela

d maintaining disclosure
5(e)) and internal control
5(f)} for the registrant and

re controls and procedures to
ting to the registrant,

including its consclidated subsidiaries, is made known to us by others within those entities, particutarly

- during the period in which this report is being prepared,

(b) Designed such internal control over financial reporting, or caused such intFmaI control over financial
‘reporting to be designed under our supervision, to provide reasonable assurance regarding the '
reliability of financial reporting and the preparation of financial statements for external purposes in

accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
. report our conclusions about the effectiveness of the disclosure controls and proceclures as of the end

of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control ove
occurred during the registrant’s most recent fiscal quarter (the registrant’s

case of an annual report) that has materially affected, or is reasonably likel

_registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and 1 have disclosed, based on our most

financial reporting that

fourth fiscal quarter in the
y to materially affect, the

recent evaluation of internal

I
control over financial reporting, to the registrant’s auditors and the andit committee of the registrant’s board :

of dlreclors (or persons performmg the equivalent functions):

(a). All qlgmﬁcam deficiencies and material weaknesses-in the design or opera

tion of internal contro! over

financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,

process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other em
significant role in the registrant’s internal control over financial reporting

ployees who have a

: Mark A. Buthman
- Lo . Chief Financial Officer

51




Additional Information

The following additional information is not part of the Corporation’s Form 10-K and is provided for the.

convenience and information of our stockholders:

Performance Graph

The graph below shows a comparison of the five year cumulative total return among the Corporation, the
. S&P 500 and the S&P 500 Consumer Staples Index. The stock price performance shown on this graph may not

be indicative of future price performance.

] * b
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-Additional Informafion;(COntinued)

_ Investor Relations

Electronic Delivery of Proxy Materials and Annual Report

Executive Certifications

: The Corporauon has included as Exhibits (31)a and (31)b to its 2006 Annual. F.eport on Form 10-K filed
w1th the Securities and Exchange Commission -certificates of the Corporation’s Chief Executive Officer and

" Chief Financial Officer regarding the quality of the Corporation’s public dlscloqure! The Corporation also has

submitted to the New York Stock Exchangé a certificate of the Corporation’s Chief Executive Officer for the
prior year certifying that he is not aware of any violation by the Corporation of the-New York Stock Exchange
corporate governance listing standards as of the date of such certification:

Securmes -analysts, portfolio managers and representatives of institutional investors seeking information

~ about the Corporation should contact Michael D. Masseth, Vice President—Investor Reldtlons ‘at 972-281-1478,

or Paul Alexander, Director—Investor Relations, at 972-281- 1440 Individual Qharcholders should direct

' lnqumes to Stockholder Services at 972-281- 1522. Investors may also obtain_ mform.mon about Kimberly-Clark

:

and copies of documents released by the Corporation by calling 800-639- 1352,

Stockholders and the Corporation’s employee benefit plan participants may elect to receive future Annual
Reports and Proxy Statements in electronic format rather than in printed form. In electmg to do so, you will help

the Corporation save on production and mailing: costs. To sign.up for electronic d
transfer agent’s website at www.econsent.com/kmb at any time and follow the instruc

elivery service, go to our
ions. If your shares are not
VETY Service.

registered in your name, ¢ontact your bank or broker for informaticm on electronic deli

-l

SEC Form 10-K and Other Informatmn/Corporatlon Web Site

Stockholders and others will ‘find the _Corporation’s financial mformauon news releases and other
information on the’ Corporauon s website at www.kimberly-clark.com. There is a direct tink from the website to
the Securities and Exchange Commission filings'via the EDGAR database. including Formq 10-K, 10-Q and 8-K.

. Stockholders ~may contact Stockholder ' Services,- P.O. Box 612606, Dallas,” cxas 75‘76I 2606 or call
1972- 281 1522 10 obtain a paper copy of these reports wnhoul charge

:

Dmdends and Dividend Remvestment Plan

Quarterly dividends have been paid contmually since 1935 Dividends are paid on or about the second

_ business day of January, April, July and October. The Automatic Dividend Reinvestment service of

Computershare Investor Services.is available to Kimberly-Clark stockholders of reTord “The service makes it
possible: for Kimberly-Clark stockholders of record to have their dividends automatically reinvested in common
stock and to make additional cash investments up to $3,000 per quaner

Transfer Agent, Reglstrar and Dividend Disbursing Agent

Computershare Investor Services is the Transfer Agent Registrar and Dividend Disbursing Agent for the

- Corporation’s common stock and is respon51ble for maintaining shareholder account records. Inquiries regarding

dividend paymcms lost certificates, IRS Form 1099, changes in address, name or ownership, or information
regarding Kimberly-Clark’s Dividend Reinvestment and Stock Purchase Plan should be addressed to:

Computershare Investor Services
P.O. Box 43078
Providence, R1 02940-3078
- Telephone: 800-730-4001
Internet: http://www.computershare.com
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Additional Informativon—(Cominued)

Trademarks

The brand names mentioned in this report—Andrex, Andrex Quilts, Ballard, Cool Alert, Cottonelle, Cottonelle
Fresh, Depend, DryNites, GoodNites, Hakle, Huggiés Huggies ‘Cleanteam, Huggies Little Walkers, Intimus,
InteguSeal, Kimberlty-Clark, Kimtech, Kleenex, Kleenex Expressions, Kleenguard, Kotex, Kotex White, Lightdays,
Little Swimmers, Microcuff, Page, Poise, Pull-Ups, Purple Nitrile, Scott, Scott Cartaspunga, Scott Duramax, Scott
Limpiamax, Scottex, Secure-Fit, Sterling, Viva and WypAll—are trademarks of Kimberly-Clark Worldwide, Inc. or
its affiliates. The Color Purple and Oval Shape are trademarks of Kimberly-Clark Worldwide, Inc.

Cannondale PoweRanking® Survey is a registered trademark of Canncndale Associates.

Non-GAAP Financial Measures

The following financial measures contamed in [hlS Annual Report (not including the Form 10-K) have not
been calculated in accordance with generally accepted accounting principles in the U.S., or GAAP, and are
therefore referred to as non-GAAP financial measures:

+ adjusted earnings per share
¢ adjusted return on invested capital

These non-GAAP financial measures exclude cenam items [l’ld[ are included in the Corporation’s earnings
per share and return on invested capital (“ROIC™) calculated in accordance with GAAP. A detailed explanation
of each of the adjustments to the comparable GAAP financial measures is given below. In accordance with the
requirements of Regulation G, reconciliations of the hon-GAAP financial measures to the comparable GAAP
financial measures also are set forth below.

The Corporatlon provides these non-GAAP finagcial measures as supplemental mformatlon to our GAAP
financial measures.- Management and the Corporatlonfs Board of Directors use adjusted earnings per share and
adjusted ROIC to {a) evaluate the Corporation’s historical and prospective financial performance and its
performance relative to its competitors, (b) allocate regourees and (c) measure the operational performance of the
Corporation’s business units and their managers. Addmonally, the Management Development and Compensation
Committee of the Corporation’s Board of Directors uses these non-GAAP financial measures when setting and
assessing achievement of incentive compensation goals. These goals are based, in part, on the Corporation’s

adjusted earnings per share and improvement in- the Corporation’s return on invésted capital determined by

excluding the charges and credits that are used in calculating these non-GAAP financial measures.

In addition, Kimberly-Clark management believes that investors’ understanding of the Corporation’s
performance is enhanced by including these non- GAAP financial measures as a reasonable basis for comparing
" the Corporation’s ongoing results of operations. Many investors are interested in understanding the performance
of our businesses by comparing our results from ongoing operations from one period to the next. By providing
the non-GAAP financial measures, together with the reconciliations, we believe we are enhancing investors’
understanding of our businesses and our results of operations, as well as asslstmg investors in evaluating how
well the Corporation is executing the material changes to our enterprise contemplated by the strategic cost

reduction plan. Also, many financial analysts who follow our company focus on and publish both historical -

results and future projections based on non-GAAP ﬁnancml measures. We believe that it is in the best interests of
our investors for us to provide this information to ana]ysts so that those analysts accurately report the non-GAAP
financial information,

We calculate adjusted earnings per share and adJusted ROIC by excluding from' the comparable GAAP
measure some or all of the following: (i) charges related to our strategic cost reduction plan for streamlining the

Corporation’s operations, (i1} our share of an equity affiliate’s gain on the sale of a business, (iii) incremental tax
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Additional Information—(Continued)

charges arising out of repatriation of earnings of.foreign subsidiaries under the Amerlcan Jobs Creation Act of
2004, or AICA, (iv) the cumulative effect of an accounting change, (v) a European legal judgment, (vi} a charge
for bond recalls and (vii) income from discontinued operations. Each of these adjustments and the basis for such
adjustments are described below:

Strategic Cost Reduction Plan. In July 2005, the Corporalion authorized a strategic cost reduction plan
aimed at slreamlmmg manufacturing and administrative operations, primarily in North America and
Europe. The strategic cost reduction plan commenced in the third quarter of 20035 and is expected to be
substantially completed by December 31, 2008. At the time we announced the plan, we advised
investors that we would report our earnings, ecarnings per share and opéruting profit excluding the

“strategic cost reduction plan charges so that investors could compare our operating results without the

plan charges from period to period and could assess our progress in implementing the plan.
Management does not consider these charges to be part of our earnings from ongoing operations for
purposes of evaluating the performance of its business units and their managers and excludes these
charges when making decisions to allocate resources among its business units,

Gain on Sale of Business. In the fourth quarter of 20006, the Corporatlon J equity affiliate, Kimberly-
Clark de Mexico, S.A.B. de C.V. ("KCM") sold its pulp and paper business and recorded an after-tax
gain of $95 million. The Corporation’s share of the gain was approx1m.1[elly $46 million. We exclude
this gain from our adjusted earnings and ddjusled earnings per share so that investors can compare our
operating results without the non-recurring gain, Management also excludds this gain when evaluating
the ‘operating performance of the Corporation.

AJCA Charges. During 2005, the Corporation recorded non-recurring charges associated with
repatriation of earnings from its non-U.S, subsidiaries under the provisioni\; of the AJCA. We exclude
these charges from our adjusted earnings and adjusted earnings per share because we believe it is useful
to investors 1o disclose eamings per share excluding these charges, which are not expected to recur
under current law, and it allows investors to better understand our effective 1ax rate. Management also
excludes these charges when evaluating the operating performance of the C('Inrporqti()n.

Cumulative Effect of an Accounting Change. In the fourth quarter of 2005, the Corpofalioh implemented
FIN 47, an interpretation of Statement of Financial Accounting Standards 143, Accounting for Asset
Retirement Obligations. The cumulative effect of this accounting change was a charge, net of income
taxes, of $12.3 million, or 3 cents per share. Management also excludes this charge when evaluating
operating performance of the Corporation.

European Legal Judgment. In the first quarter of 2003, the Corporation recorded a pretax charge of
about $16 million, or 2 cents per share, as a result of a legal judgment related to a 1987 European
government grant to a facility that was sold in 1998. Management excludeq this charge when evaluating
operating performance of the Corporation.

Callable Bonds. The Corporation redeemed $200 million of 7.875 percent debentures and $200 million
of 7 percent debentures in the third quarter of 2003, enabling the Corporation to substantially lower its
financing costs. The pretax costs of calling the debentures totaled $18 mil]i‘on, equivalent to 2 cents per
share. Management also excludes this charge when evaluating operating performance of the
Corporation.

ncome from Discontinued Operations. In November 2004, the Corporation spun- -off its Neenah pulp

and paper operations (“NPI”). Accordingly, the results of operations of NPI were reclassified to Income
from Discontinued Operations. Management also excludes the earmngs of NPI when evaluvating
operating performance of the Corporation.

95




Additional Information—(Continued)

These non-GAAP financial measures are not meant to be considered in isclation or as a substitute for the
comparable GAAP measures. There are limitations to these non-GAAP financial measures because they are not
prepared in accordance with GAAP and they may nol be comparable to similarly titled measures of other
companies due to potential differences in methods of, calculation and items being excluded. The Corporation
compensates for these limitations by using these non-GAAP financial measures as supplements to the GAAP
measures and by providing the reconciliations of the non- -GAAP and comparable GAAP financial measures, The
non-GAAP financial measures should be read only in conjunction with the Corporauon s consolidated financial
statements - prepared in accordance with GAAP.

Net Income Reconciliation

The following table presents the reconciliation of a non-GAAP financial measure to reported GAAP net
income:

Year Ended December 31
2003 | 2004 2005 2006 .

. Diluted Diluted Diluted . - Diluted
Income Earnings [ Income Earnings Income Earnings Income Earnings
(Expense) Per Share (Expense) Per Share (Expense) Per Share (Expense) Per Share

) (Millions, except per share amounts)
Adjusted Income from Continuing

Operations . .......... A $1,666.1 $3.28 $1,7704 8355 $1,803.7 $3.78 $1,7989 §3.90
Adjustments:

Strategic Cost Reduction : ‘ .

Charges ............... — — — — (167.6) (0.35) (345.0) (0.75)

Income Taxes on American
Jobs Creation Act
Dividends ............. — — — — (55.5) (0.12) — —

Gain on Sale of Equity
Affiliate’s Business | ... .. — — — — — — 45.6 0.10

Cumulative Effect of ) o '

. Accounting Change . ... .. — — — — (12.3) (0.03) — —
European Legal Judgment .. (11.1y  (0.02) —_ — — — — —
Callable Bonds ........... 114y 0.02) — — — — — —

Income from Discontinued .
Operations, Net of [ncome :
Taxes ... .5 i e 506  0.10 298 0.06 — — — —

Rounding .......... ... ..... —  (0.0N — — — — — -
Net INCOme ..\ ovoeesrnnnns. $16942 $333 $1,8002 $3.61 $1.568.3 $3.28 $14995 $3.25




reported financial measures for 2005 and 2006:

Additional Information'——((fonlinued)
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Return on ]nvegtéa: Capital Reconciliation

ROIC is a measure of the return we earn on the capital invested in our busines
primary objective of our Global Business Plan. Our incentive compensation plans a
objectives. We calculate adjusted ROIC on'a rolling average four quarter basis using reponed quarterly financial
information, except for the exclision of charges for strategic cost reductions re}ated to our Competitive
Improvement Initiatives and our share of KCM s gain on sale of its pulp and paper busmess We calculate
adjusted ROIC as follows:

- [(A = B)times (ll — C)plus D
E minus (F — G}

L

Where for each of the most recent four quarters:

Ges. Ifnpr(')ving ROIC is a
Iso contain adjusted ROIC

v
'

A = total reported operating .profit for the period excluding charges for strategic cost reductions related to
our Competitive Improvement Initiative programs v
B = total reported nonoperating expense for the period _

C = average effective tax rate for the period adjusted to exclude the tax effects of the charges for strategic

cost reclucuons and the effect in 2005 of incremental tax expense related to (
Act ’

D =total reported share of net income of equity companies for the period adjus
KCM'’s gain on sale of its pulp and paper business

.E
-F

average total assets for the period

average total current liabilities for the period- *

G = average debt payable within.one year for theiperiod ‘

The following table presents the reconciliation of ROIC using non-GAAP financi

: 2003
Adjusted ROIC ... ......0 0. coooiei... [ 14.0%,
Effectofadjustments ... .. .... ... . ... . i —
........................ 14.0%

ROIC using reported financial measures

For 2003 and 2004, ROIC was calculated using reported GAAP financial measun

97

CS.

he American Jobs Creation

ed to exclude our share of

al measures to ROIC using

2004 12005 2006 -
14.5% 15.2% 15.5%
— un @3

145% 13.5% 13.2%




Board of Directors

Kimberly-Clark’s Board of Directors includes current and former executives from some of the world’s most
respected companies as well as leading figures from academia. Building on K-C's long history of strong
corporate governance, our directors are actively engaged in overseeing the company’s business. They carefully
monitor the progress of our Global Business Plan, régularly discuss financial matters with senior management
and provide oversight on compliance, internal controls and regulatory matters. The Board also oversees the
development, succession and compensation of senior management. Our shared goal is to maintain best practices

in corporuate governance.

John R. Alm
Audit Committee

Retired President & Chief
Executive Officer
Coca-Cola Enterprises Inc.

Abelardo E. Bru

Management Development &
Compensation Committee

Nominating & Corporate
Governance Commitiee

Retired Vice Chairman
PepsiCo, Inc.

Thomas J. Falk
Executive Committee ~
Chairman of the Board

Chairman & Chief Executive

Officer
Kimberiy-Clark Corpora!ion

James M. Jenness

Management Development &
Compensation Committee

Nominating & Corporate
Governance Commitiee

Chairman & Retired Chief
Executive Officer
Kellogg Company

G. Craig Sullivan

Management Development &
Compensation Committee

Nominating & Corporate
Governance Commitiee

Retired Chairman & Chref
Executive Officer '
The Clorox Company

John F. Bergstrom
Executive Conilmltlee
Audit Committee

I
Chairman & Chief Executive
Officer
Bergstrom Corporation

Pastora San Jlllan Cafferty

Management Development &
Compensation Committee

Nominating & ICor’pcarate-
Governance Committee

Professor Emerita
University of Chicago

Claudio X. Golnzalez
Executive Committee

Chairman of Ihe Board &
Managing Drrecmr

Kimberly- Clarkl de Mexico,,
S.AB de C.V.

Linda Johnan Rice

Nominating & Corporate
Governance Committee
Chairman

President & Chief Executive
Officer
Johnson Publishing Company,
Inc.
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Dennis R. Beresford
Audit Committee Chairman

Ernst & Young Executive
Professor of Accounting
University of Georgia

Robert W. Decherd
Lead Director and Executive

" Committee Chairman

Chairman of the Board,
President & Chief Executive
Officer

Belo Corp.

Mae C. Jemison, M.D.
Audit Committee

President
BioSentient Corporation

Marc J. Shapiro

Management Development &
Compensation Committee
Chairman

Retired Vice Chairman
JP. Morgan Chase & Co.




CONNECTING WITH
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As a leading manufacturer of products that help people
care for one another, we view our partnership with
UNICEF as a natural extension of the work we do every
day. We were honered last year when the U.S. Chamber of
Commerce presented us with its International Community
Service Award, and the United Way of America named
K-C one of seven recipients of its coveted Summit Award.

Qur philanthropic efforts make up just a part of
Kimberly-Clark's multifaceted approach to corporate
sustainability, one that supports our drive to create
long-term shareholder value and underscores our
mission to enhance the health, hygiene and well-being
of people every day, everywhere.

We're creating an inclusive, safe workplace, reducing
our impact on the environment and acting responsibly
wherever we operate. In terms of workplace safety, we
reduced the overall lost-time incident rate last year

by nearly 15 percent, and employees at 71 K-C facilities
celebrated an entire year without a lost-time injury.

Through Vision 2005, the second phase of our 15-year
environmental effort, we and our equity affiliates
improved energy and water use efficiency by 19 and

29 percent, respectively, and reduced the percentage

of waste sent to landfills by 30 percent. We also lowered

DESIGN: RKC! [Rekinsen Kurtin Communications! Inc) » NARRATIVE PHOTOGRAPHY: Steven Vote « EXECUTIVE PHOTOGRAPHY: Bill Hayward » INSIDE BACK COVER

our annual costs by $150(million. Through Vision 2010,
our third stage of this initiative, we continue to set
ambitious goals.

For our environmental pqrformance. philanthropic
efforts and overall commitment to corporate citizenship,
the Dow Jones Sustainab’ility World Indexes ranked

K-C No. 1 among personal proeducts companies for the
past two years. To learn ||'nore about Kimberly-Clark's
sustainability initiatives and accomplishments, visit us at
www.kimberly-clark.com/aboutus/sustainability.aspx.

MORE EFFICIENT WATER USE

Cubic Meters Per Ton of Production

56.7

2000 ' 2005 Yision 2010 Target

Reflects usage for Cansumer Tissue and K-C Professional
operations at Kimberly-Clark and its equity affiliates.

¥
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